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OATH OR AFFIRMATION

I, Rlain Legris , swear (or affirm) that, to the best of

my knowledge and belief the accompanyving financial statement and supporting schedules pertaining to the firm of
NATIONAL BANC FINANCIAL INC. , @8

of October 31 , 2007 , are true and correct. | 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:

Signature

/M‘/I’\_
~ -
it Pt |
/
Executive Vice-President and Chief Financial Officer
Title

This report ** contains (ch®wRxi=e¥blicable boxes):

E (a) Facing Page.

Bl (b) Statement of Financial Condition.

7] (c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

EJ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (9 Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Kl (g) Computation of Net Capital.

&l (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

O () 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,

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation,

I (1) An Oath or Affirmation.

J (m) A copy of the SIPC Supplemental Report.

&l (n) A reportdescribing any material inadequacies found 1o exist or found to have existed since the date of the previous audit,

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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- Deloitte & Touche LLP
De I OItte 1 Place Ville Marie
(o] Suite 3000
Montreal QC H3B 4T9

Canada

Tel: 514-393-5321
Fax: 514-390-4111
www.deloitte.ca

Independent auditors’ report

To the Stockholder of
National Banc Financial Inc.

We have audited the accompanying consolidated statement of financial condition of National Banc
Financial Inc. and subsidiary (the “Company™) as at October 31, 2007 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. Our responsibility is to express an opinion on this financial statement based on
our audit.

We conducted our audit in accordance with auditing standards generally accepied in the Umted States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statement is 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 statement,
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, such consolidated statement of financial condition presents fairly, in all material respects,

the financial position of National Banc Financial Inc. and subsidiary at October 31, 2({}7, in conformity
with accounting principles generally accepted in the United States of America.

quﬂwlc 7%

December 14, 2007

Member of
Deloitte Touche Tohmatsu



NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Consolidated Balance Sheet

As at October 31, 2007
(in U.S. dollars)
2007
$
Assets
Cash and cash equivalents 176,724,499
Cash deposits with clearing brokers 200,000
Other deposits 1,641,185
Securities owned (Note 10) 1,024,023,847
Securities borrowed 30,157,160
Amounts receivable from clients (Note 3) 3,296,308
Amounts receivable from brokers and dealers (Notes 3 and 4) 1,444,345
Amounts receivable from related parties (Note 4) 32,238,750
Amounts receivable - other 4,647,209
Senior note receivable (Note 3) 219,758
Subordinated note receivable (Note 5) 165,868
Furniture, equipment and leasehold improvements (Note 6) 1,584,700
Deferred income taxes (Note 7) 14,709,087
Other assets 439,713
1,291,492 369
Liabilities
Securities sold short (Note 10) 129,275,135
Securities loaned (Note 4) 338,366,978
Amounts payable to clients (Note 3) 2,523,282
Amounts payable to brokers and dealers (Note 3 and 4) 124,193,816
Amounts payable to related parties (Note 4) 468,045,745
Amounts payable - other 14,091,539
Income taxes 334,281
1,076,830,776
Minority interest 10,271,933
Preferred capital stock issued by a subsidiary 12,405,823
22,677,756
Stockholder’s equity
Common stock, par value $0.01 per share:
3,000 shares authorized
1,000 issued and outstanding 10
Additional paid-in capital 254,909,089
Accumulated deficit (62,925,262)
191,983,837
1,291,492,369

See notes to the consolidated balance sheet

Approved by the Board
............................................................................. Director

............................................................................. Director
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. dollars)

1.

Description of Business

National Banc Financial Inc. (the “Company™) (a Delaware Company) is a registered broker-dealer
under the Securities Exchange Act of 1934 and a member of the Financial Industry Regulatory
Authority (“FINRA”). The Company is engaged in agency transactions with institutional clients and
brokers and proprietary trading on active financial markets.

Significant Accounting Policies
New Accounting Pronouncements

In June 2007, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 48,
Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109, (“FIN
487). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. This
interpretation prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return, FIN 48
also provides guidance on derecognition, measurement, classification, interest and penalties,
accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal years beginning
after December 15, 2006. The Company is currently analyzing the potential impact, if any, of FIN 48
on its consolidated financial statements.

In September 2007, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 1577). SFAS
157 provides a common definition of fair value and establishes a framework to make the measurement
of fair value in generally accepted accounting principles more consistent and comparable. SFAS 157
also requires expanded disclosures to provide information about the extent to which fair value is used
to measure assets and liabilities, the methods and assumptions used to measure fair value and the
effect of fair value measurement on earnings. SFAS 157 is effective for fiscal years beginning after
November 15, 2007. The Company is currently analyzing the potential impact, if any, of SFAS 157
on its consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities, Including an amendment of FASB Statement No. 115. SFAS No. 159 permits
entities to choose, at specified election dates, to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. SFAS No.159 is
effective for financial statements issued for an entity’s first fiscal year beginning after November 15,
2007. Management is currently evaluating the impact that adoption of SFAS No. 159 may have on the
Company’s consolidated financial statements.

Page 3 of 11



NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. dollars)

2.

Significant Accounting Policies (continued)
Principles of Consolidation

The accompanying consolidated balance sheet primarily includes the results of operations of the
Company and NBF Securitiecs (USA) Corp. (“USA Corp.”), a registered broker-dealer under the
Securities Exchange Act of 1934 owned at 77.16%. All material inter-company balances and
transactions have been eliminated upon consolidation.

The Company files a non-consolidated statement of financial condition with the FINRA for its Part I
Focus filing purposes. Accordingly, the accounts of USA Corp. are not included in the Focus report
filed with the FINRA. The assets, liabilities and stockholders’ equity of USA Corp. as of October 31,
2007 are as follows:

2007
$
Total assets 41,887,334
Total liabilities 4,855,368
Stockholders’ equity 37,031,966

The parent company of the Company is National Banc Financial Group Inc. (formerly Putnam Lovell
NBF Group Inc.).

Basis of Accounting
Customer securities transactions are recorded on a settlement date basis, with related revenue and

expenses recorded on a trade date basis.

Proprietary securities transactions in regular way trades are recorded on the trade date as if they had
settled. Profit and loss anising from securities transactions are recorded on a trade date basis.

Cash and Cash Equivalents

Cash and cash equivalents include cash and short-term investments in money market instruments with
original maturities of three months or less.

Securities Owned and Sold Short

Securities owned and securities sold short are recorded at market value. Market value is determined
according to market prices for listed shares, fixed income securities and listed derivative instruments,
which are essentially futures contracts. The valuation of the over-the-counter fixed income securities
is subject to, among others, security liquidity, the extent of the bid-ask spread, and the current return.
Changes in the market value are reflected in the consolidated statement of earnings in the period in
which they occur.
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. dollars)

2.

Significant Accounting Policies (continued)
Securities Borrowed or Loaned

Transactions related to securities borrowed or loaned are carried at the amounts of cash collateral
advanced or received. Securities borrowed and loaned are due on demand and are subject to a three-
day recall. Interest earned or paid is included in the statement of earnings.

Furniture, Equipment and Leasehold Improvements

Furniture, equipment and leasehold improvements are recorded at cost and depreciated over their
estimated useful lives based on the straight-line method and the following annual rates or periods:

Furniture and communication equipment 5 years
Computer equipment and software 2 or 3 years
Leasehold improvements Lesser of terms of leases

or estimated useful life

Income Taxes

The Company uses the asset and liability method of accounting for deferred income taxes. Deferred
income taxes are recognized based on the expected tax consequences of differences between the
carrying amount of balance sheet items and their corresponding tax value, using the income tax rates
in effect for the years in which the difference will reverse, Valuation allowances are established when
necessary to reduce deferred tax assets to the amounts expected to be realized.

Revenue Recognition

Investment banking revenue is generated by performing financial advisory services. This revenue is
recognized at completion of the transaction in accordance with the terms of the service contract.

Commissions and related :learing expenses are recorded on a trade date basis as securities
transactions occur,

Trading gains and losses are recorded on trade date and are reported on a net basis. Net trading gains
are comprised of changes in the fair value of trading assets and liabilities (i.e. unrealized gains and
losses) and realized gains and losses. Dividends are integral to the valuation of stocks bought and
sold and, accordingly, are reported on a net basis as a component of trading gains in the
accompanying statement of earnings.

Foreign Currency Translation

Monetary assets and liabilities denominated in foreign currencies are translated into U.S. dollars at the
year-end exchange rates. Revenue and expenses denominated in foreign currencies are translated at
the exchange rate in effect at the transaction dates.

Page 5 of 11



NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. doHars)

2.

Significant Accounting Policies (continued)
Derivative Financial Instruments

Derivative financial instruiments represent interest rate futures, interest rate swaps and equity and bond
options, which are recognized in the balance sheet at market value. Quoted market prices are used as
the basis to determine the fair market value of derivatives held for trading. If quoted market prices are
not available, then fair values are estimated on the basis of pricing models, quoted prices of
instruments with similar characteristics or discounted cash flows. The resulting gains and losses are
recognized in earnings during the period in which they occur.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States requircs management to make estimates and assumptions that affect amounts
reported in the financial statements and accompanying notes. Management believes that the estimates
used in preparing its consolidated financial statements are reasonable and prudent. Actual results
could differ from those eslimates.

Amounts Receivable From or Payable to Clients and Brokers and
Dealers

The Company monitors the credit standing of each of the customers and counterparts with which it
conducts business. Client trades are settled in cash against delivery of securities.

Institutional client securities transactions with the Company are cleared by National Bank Financial
Inc. (“NBFI”), a company ultimately under common control.

Amounts receivable from and payable to clients and brokers and dealers are due by the settlement date
of the related trade transactions.
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. doliars)

4. Related Party Transactions

All related party transactions are conducted in the normal course of business and are measured at the
exchange value, which is the amount established and agreed to by the related parties.

At the end of the year, amounts receivable from and payable to related parties are as follows:

October 31,
2007
$

Ultimate parent company

Amounts receivable from related parties 2,111,180

Amounts payable to related parties bearing interest at 464,938,911

Libor plus 0.25% and payable on demand

NBFI

Amounts receivable 28,815,994

Amounts payable to brokers and dealers 1,975,665

Amounts payable 2,717,832

Securities loaned 289,882,678
Parent company

Amounts receivable 1,267,860
NBF International Holdings Inc.

Amounts payable 328,565
NBF Private Equity Holdings Inc.

Amounts payable 5,985
Other related parties

Amounts receivable 43,716

Amounts payable 54,452
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(im U.S. dollars)

5.

Senior and Subordinated Notes Receivable

The senior and subordinated notes receivable have been recorded at cost less any principal
repayments.

The conditions of these instruments are as follows:

Interest Estimated
Maturity rate fair value
$
Senior note receivable October 6, 2011 Greater of 7.4% 219,758

or prime plus 1%,

up to a maximum

of 9.4% per annum
Subordinated note receivable October 6, 2011 6.5% 165,868

Estimated fair value 1s calculated based on net present value of cash flows.

Subject to the applicable tegulation of FINRA, the Borrower shall pay a percentage of its net income
on an annual basis to the Company, as payment of the unpaid principal of the senior note calculated as
per the terms of the senior note agreement.

All claims of the Companty to principal, interest and any other amounts at any time owed under the
subordinated note agreement are subordinated in right of payment to the prior payment in full of all
other of the borrower’s indebtedness.

Furniture, Equipment and Leasehold Improvements

Furniture, equipment and leasehold improvements consist of the following:

2007
$

Furniture and fixtures 2,316,850
Computer equipment 1,664,646
Leasehold improvements 9,000,942
Communication equipment 180,533
Computer software 498,983
Other 125,560
13,787,514

Accumulated depreciation (12,202,814)
1,584,700
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. dollars)

7.

Income Taxes

The Company is included in the consolidated federal income tax return filed by the parent company,
however the consolidated federal income tax return does not include its subsidiary. The Company is
included in a combined state income tax return with the parent company and certain other subsidiaries
of the parent company. Federal, state and local taxes have been provided for in these consolidated
financial statements based on separate entity income at the effective income tax rate of the Company.

Deferred income taxes are recognized for the tax consequences, in future years, of differences between
the tax bases of assets and liabilities and their financial reporting amounts at each year end based on
enacted tax laws and statutory tax rates applicable to the periods in which the differences are expected
to effect taxable income. Valuation allowances are established when necessary to reduce deferred tax
assets to the amount expected to be realized.

As at October 31, 2007, the Company had recorded net deferred tax assets of $14,709,087, which
includes a valuation allowance of $2,729,000, primarily attributable to operating Josses.

The net operating loss of the current year may be carried forward for ten years in the state of
California, and for twenty years in the state of New York, as well as for federal taxation purposes.
Federal net operating loss carry forward benefits begin to expire in the years 2020 through 2024.

Net 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 the maintenance of minimum net capital. The Company has elected to use
the alternative method permitted by Rule 15¢3-1, which requires that the Company maintain minimum
net capital, as defined, equal to the greater of $250,000 or 2% of aggregate debit balances arising from
customer transactions, as defined. As at October 31, 2007, the Company had net capital, as defined, of
$83,633,242, which was $33,383,242 in excess of its minimum net capital of $250,000.

Contingencies

Under a risk participation agreement, the Company guarantees the principal amount of all outstanding
advances under a revolving credit facility of a third party to a maximum of $17,063.

The Company has been named as a defendant in legal matters. In the opinion of management, the

ultimate resolution of such matters will not have a materially adverse effect on the Company’s
consolidated financial statements.
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NATIONAL BANC FINANCIAL INC. AND SUBSIDIARY

Notes to the Consolidated Balance Sheet
As at October 31, 2007
(in U.S. dollars)

10. Financial Instruments and Risk Management

Fair Value

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Assets, including cash, securities owned and certain receivables are carried
at fair value or contracted amounts, which approximate fair value. Similarly, liabilities are carried at
fair value or contracted amounts approximating fair value.

Position risk

The position risk of the Company corresponds to the risk that fluctuations in the prices of securities
and in interest rates result in losses. The risk related to the fluctuation in the prices of securities
represents the loss the Company might incur due to changes in the fair value of a given instrument.
Interest rate risk corresponds to the possible effect of fluctuations in interest rates on the Company’s
earnings and the return on stockholders’ equity. The Company protects itself against these risks
through hedging techniques, futures contracts, interest rate swaps and market exposure limits.

The nature of the securities owned is as follows:

2007
Securities owned Securities sold short
$ $
Stock 1,002,641,387 123,356,692
Options 414,950 1,426,726
Forwards contracts 20,967,510 -
Future - 4,491,717
1,024,023,847 129,275,135

Credit risk and credir risk concentration

Credit risk is the risk of financial loss as a result of default by a counterparty with respect to its
obligations towards the Company. The Company attempts to limit credit risk by dealing with
counterparties it deems creditworthy, setting limits to transactions with counterparties, requiring
adequate and satisfactory guarantees, ensuring compliance with master netting agreements and
monitoring daily credit risks and guarantees.

Credit risk concentration arises when the Company grants loans to a single debtor or group of debtors
with similar charactenistics such that a change in economic or other circumstances could have the
same impact on their ability to honour their obligations. The Company’s greatest concentration of
counterparty risk includes dealers and institutional clients. This concentration arises in the normal
course of the Company’s business and management does not believe it to be unusual.

As at October 31, 2007, the Company’s greatest concentration of credit risk is from a position taken
for its own account as assets held for trading, which amounted to $265,073,038.
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SUPPLEMENTAL REPORT OF INDEPENDENT AUDITORS ON
INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5 FOR A
BROKER CLAIMING AN EXEMPTION FROM SEC RULE 15¢-3-3

To the Stockholders of
National Banc Financial Inc.

In planning and performing our audit of the consolidated financial statements and supplemental schedules
of National Banc Financial Inc. (the “Company™) as at and for the year ended October 31, 2007 (on which
we issued our report dated December 14, 2007), in accordance with auditing standards generally accepted
in the United States of Amenica, 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 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-3(g)(1) of the Secunties and Exchange Commission (the "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 making the periodic
computations of aggregate debits and net capital under rule 17a-3(a)(11) and for determining compliance
with the exemptive provisions of rule 15¢-3-3. We did not review the practices and procedures followed
by the Company in making quarterly securities examinations, counts, verifications and comparisons, and
the recording of differences required by rule 17a-13 or in 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 because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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 judgements 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.

Member of
Deloitte Touche Tohmatsu
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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 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 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 intemnal 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 October 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,
the Financial Industry Regulatory Authority 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.

Yours truly,

M £ Tudde 2L

December 14, 2007




