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independent public accountant must be supported by a statement of facts and circumstances relied on as
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OATH OR AFFIRMATION

1, Donald G. Karpinski, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statements and supporting schedules pertaining to the firm of Peninsular Securities Company, as of March 31, 2007,
are true and correct. 1 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
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Signature
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e NANCY E. FIRLIK

-~ Notary Pubiic, State of Michigan .
imeny T ke o oxpes, Ds
My commission expires: Dec. 19, 2012

Notary Public U

This report** contains (check all applicable boxes):
(a})  Facing page.

(b)  Statement of Financial Condition.

{c)  Statement of Income (Loss) and Retained Eamnings. |
(d) Statement of Cash Flows. ‘
(e)  Statement of Sharcholders’ Equity.

H 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.

G} 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) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to
methods of consolidation.

(1)  An Qath or Affirmation.
(m) A copy of the SIPC Supplemental Report.

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

X O O OOOHUOUMHEE

{0)  Independent Auditors’ Report on Internal Accounting Control.

*x For conditions of confidential treatment of certain portions of this filing, see Section 240.17a-
5e)(3).
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P | REHMANN ROBSON

Cervified Public Accountanits

A A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS' REPORT

May 25, 2007

Board of Directors
Peninsular Securities Company
Grand Rapids, Michigan

We have audited the accompanying statement of financial condition of Peninsular Securities Company as
of March 31, 2007, and the related statements of income and retained earnings, 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

l 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 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.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Peninsular Securities Company as of 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 Schedule 1 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.

Relasan At
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PENINSULAR SECURITIES COMPANY

STATEMENT OF FINANCIAL CONDITION

MARCH 31, 2007
ASSETS
Cash and cash equivalents $ 182,746
Receivable from clearing organization 62,731
Membership in Exchange, at cost (fair value of $36,000) 5,252
Equipment at cost, less accumulated depreciation of $33,895 5,320
Cash surrender value of life insurance 38,124
Deposits with clearing organization 25,000
Other assets 2,002
Total assets $ 321,175

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities
Accounts payable and accrued liabilities $ 38,490

Commitments (Note C)

Shareholders' equity
Common stock - authorized 50,000 shares of $1 par

value; issued and outstanding 30,000 shares 30,000
Additional contributed capital 90,346
Retained earnings 162,339

Total shareholders' equity 282,685
Total liabilities and shareholders’ equity $ 321,175

The accompanying notes are an integral part of these financial statements.
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PENINSULAR SECURITIES COMPANY

STATEMENT OF INCOME AND RETAINED EARNINGS

YEAR ENDED MARCH 31, 2007

Revenues
Commissions
Interest
Other

Total revenues

Expenses
Employee compensation and benefits
Clearing and floor brokerage
Communications
Occupancy and equipment rental
Interest
Taxes, other than income taxes
Other operating expenses

Total expenses

Income before income taxes
Income taxes

Net income

Retained earnings, April 1, 2006

Retained earnings, March 31, 2007

The accompanying notes are an integral part of these financial statements.
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$ 1,108,333
3,090
97,973

1,209,396

782,488
190,453
29,659
52,533
442
50,405
79,823

1,185,803
23,593
4,828
18,765

143,574

$ 162,339



PENINSULAR SECURITIES COMPANY
STATEMENT OF CASH FLOWS

YEAR ENDED MARCH 31, 2007

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation
Cash surrender value of life insurance

Changes in operating assets and liabilities which provided (used) cash

Receivable from clearing organization
Other assets
Accounts payable and accrued liabilities

Net cash provided by operating activities

Cash nsed in investing activities
Purchases of equipment

Net increase in cash and cash equivalents

Cash and cash equivalents, April 1, 2006

Cash and cash equivalents, March 31, 2007

Supplemental cash flows information
Interest paid

Income taxes paid

The accompanying notes are an integral part of these financial statements.
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§ 18,765

2,867
4,276

26,653
(656)

(13,556)

38,349

(1,526)

36,823

145,923

$ 182,746

5 43828



PENINSULAR SECURITIES COMPANY

NOTES TO FINANCIAL STATEMENTS

A. NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business and Concentration Risk

The principal business activity of Peninsular Securities Company (the “Company™) is a securities
broker/dealer, primarily in West Michigan. The Company is registered with the Securities and Exchange
Commission, the State of Michigan and several other states and is a member of the National Association
of Securities Dealers, the Securities Investor Protection Corporation and the Chicago Stock Exchange.

The Company introduces transactions and accounts on a fully disclosed basis. Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer
securities, it operates under certain exemptive regulatory provisions.

The Company maintains cash deposits in one financial institution. Deposits up to $100,000 are insured
by the Federal Deposit Insurance Corporation. Management believes that its deposits in excess of
$100,000 do not represent substantial credit risk.

Securities Transactions

Securities transactions are recorded on a settlement date basis, generally the third business day following
the transaction date for financial reporting purposes, and on a transaction date basis for income tax
purposes.

Cash and Cash Equivalents

Cash and cash equivalents consist of demand deposits in banks, money market funds and cash on hand.
Receivables

Receivables are stated at the amount manapgement expects to collect from outstanding balances.
Management has evaluated the collectibility of these receivables and considers all receivables collectible
and considers no allowance for doubtful accounts to be necessary.

Equipment and Depreciation

Equipment is recorded at cost. Major improvements and renewals are capitalized while ordinary
maintenance and repairs are expensed. Depreciation is computed using the straight-line method over the
estimated useful lives of the related assets, which is 5 years. Management annually reviews these assets
to determine whether carrying values have been impaired.

Use of Estimates

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



PENINSULAR SECURITIES COMPANY

NOTES TO FINANCIAL STATEMENTS

B. NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission 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. At March 31, 2007, the Company
had net capital of $261,111, which was $211,111 in excess of its required net capital of $50,000. The
Company’s net capital ratio was .15 to 1.

. COMMITMENTS

Stock Repurchase Agreement

The Company and tts shareholders are party to a stock repurchase agreement whereby upon the death of a
shareholder, ail Company stock held by the deceased shareholder must be repurchased by the Company.
In the event of termination of employment, the shareholder has the right to require the Company to
purchase the stock within two years after termination of employment. The price of shares acquired shall
be the adjusted book value as defined in the agreement. The Company has obtained insurance on the
lives of the shareholders in amounts approximating the purchase price in order to fund any obligation
arising pursuant to this agreement.

Lease Commitments

The Company conducts substantially all of its business from leased office facilities. The leases, which are
classified for accounting purposes as operating leases, provide for payment of normal operating and
maintenance expenses by the Company and expire in March 2008. Under the lease agreement, the
Company has the option to terminate the lease in 2008 in exchange for payment of a cancellation fee.
Total rent expense for the year ended March 31, 2007 was $52,533. Minimum future rentals under
noncancelable leases for the year ended March 31, 2008 are $55,880,

. LINE OF CREDIT

The Company has a $250,000 unsecured line of credit with a bank. The line provides for interest on
borrowings at 0.25% over prime (effective rate of 8.5% at March 31, 2007) and is due on demand. There
were no outstanding borrowings on the line as of March 31, 2007.

. PENSION PLAN

The Company maintains a deferred compensation plan qualified under Section 401(k) of the Internal
Revenue Code. Under this plan, substantially all employees are permitted to contribute up to the limit set
by the Internal Revenue Code into the retirement plan. Company contributions to the plan are
discretionary. The Company has elected to not match employee contributions for the year ended
March 31, 2007.

Y E



SUPPLEMENTARY SCHEDULE



PENINSULAR SECURITIES COMPANY

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

AS OF MARCH 31, 2007

Net capital
Total shareholders' equity

Deductions and/or charges
Non-allowable assets
Exchange membership
Equipment
Other assets
Excess fidelity bond coverage deductible
Potential termination fees under clearing agreement

Net Capital
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$ 5,252
5,320
2,002
4,000

5,000

$ 282,685

21,574

$ 261,111



PENINSULAR SECURITIES COMPANY

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION (Continued)

AS OF MARCH 31, 2007

Aggregate Indebtedness
Itemns included in statement of financial condition:

Accounts payable and accrued liabilities $ 38,490
Total aggregate indebtedness $ 38490
Computation of Basic Net Capital Requirement

Minimum net capital required (6 2/3% of aggregate indebtedness) P 2,566
Minimum dollar net capital requirement $ 50,000
Net capital requirement £ 50,000
Excess net capital £ 211,111
Excess net capital at 1000% 3 257262
Ratio: Aggregate indebtedness to net capital A5t0]

There was no material difference between the audited and unaudited computation of net capital.
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Cerrificecd Public Accotentantes

A A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS' REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM RULE 15¢3-3

May 25, 2007

Members and Board of Directors
Peninsular Securities Company
Grand Rapids, Michigan

In planning and performing our audit of the financial statements and supplemental schedule of Peninsular
Securities Company (the "Company™") as of 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 (intermal control) as a basis for designing our auditing procedures for the
purpose of expressing an 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)(11) 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

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.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5 (CONTINUED)

Because of inherent limitations in internal control or 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 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 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 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 the internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies on internal control that might be a material
weakness. We did not identify any deficiencies in internal control and control activities for safeguarding
securities that we did not 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 and 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 March 31, 2007, to meet the SEC's objectives.

This report is intended solely for the information and use of management, the Board of Directors, the SEC,
the National Association of Securities Dealers 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.
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