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OATH OR AFFIRMATION

’

L Steve Scruggs , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Queens Road Securities, LLC . as

of December 31 .20 06, aretrue and correct, | further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprictary interest in zny account

classified solely as that of a customer, except as follows:
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Notary Public

This report ** contains (check all applicable boxes):
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{a) Facing Page.

(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,

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

¢h} Compuiation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

() A Reconciliation, inctuding 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 Rcconciliation 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 Supplemcntal Report.

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

**For conditions of confidential treatment of certain pertions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors’ Report

The Member
Queens Road Securities, LL.C:

We have audited the accompanying balance sheets of Queens Road Securities, LLC (the “Company")
as of December 31, 2006 and 2005, and the related statements of income, member’s equity and cash
flows for the years then ended that you are filing pursuant to Rule 17a-3 under the Securities Exchange
Act of 1934, These financial statements are the responsibility of the Company’s management. Our
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 teporting. 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 presemanon 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 posttion of the Company as of December 31, 2006 and 2005, and the results of its operations
and its cash flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules 1-2 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 audits 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.

W% { fohuts, LLP

February 6, 2007




QUEENS ROAD SECURITIES, LLC

Balance Sheets

December 31, 2006 and 2005

Assets

Current assets:
Cash and cash equivalents
Clearing escrow
Accounts receivable
Investment - mutual fund
" Qther current assets
Total current assets

Liabilities and Member's Equity

Current liabilities:
Accounts payable
Commissions payable

Total current Habilities
Member's equity

Total current liabilities and member's equity

See accompanying notes to financial statements.

2006

$ 110,827
25,000
18,821
67,500

39,007
$ 261,155

15%

46,063

46,222

214,933

$ 261,155
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183,538
25,000
32,697

21,415
262,650

480

38,570

39,050

223,600

262,650




QUEENS ROAD SECURITIES, LLC

Statements of Income

Years ended December 31, 2006 and 2005

Revenues

Operating expenses:
Commissions and advisory fees
Contractual services
Amortization
Audit fees
Commission rebates
Insurance
Other fees
Licenses and permits
Office expense
Dues and subscriptions
Computer consulting and supplies
Trade errors
Miscellaneous

Operating income
Other income-interest

Net income

See accompanying notes to financial statements.

$

$

2006

3,418,126

3,166,279
137,761

5,620
19,146
20,847
21,157

3,073

1,150
18,435

6,957

2,893

3,403,318

14,808

6,522

21,330

2005

3,023,114

2,900,308
79
5,810
8,587
18,685
18,651
18,176
601
1,442
12,912
12,573
3,335

3,001,159

21,955

8,041

29,996




QUEENS ROAD SECURITIES, LLC
Statements of Changes in Member’s Equity

Years ended Decémber 31, 2006 and 2005

Member's equity, December 31, 2004
Net income for 2005

- Member's equity, December 31, 2005
Net income for 2006

Distributions in 2006

Member's equity, December 31, 2006

See accompanying notes to financial statements.

&5

193,604
29,996
223,600
21,330
29.997)

214,933




QUEENS ROAD SECURITIES, LLC
Statements of Cash Flows

Years ended December 31, 2006 and 2005

2006
Cash flows from operating activities:
Net income $ 21,330
Adjustments to reconcile net income
to net cash provided by operating activities:

Amortization -
Changes in operating assets and liabilities:
Accounts receivable 13,876
Other current assets (17,592)
Accounts payable (321)
Commissions payable 7,493
Net cash provided by operating activities 24,786
Cash used in financing activities-distributions (29,997)

Cash used in investing activities-

purchase of mutual fund {67,500
Net (decrease) increase in cash (72,711)
Cash and cash equivalents, beginning of year 183,538
Cash and cash equivalents, end of year $ 110,827

See accompanying notes to financial statements.

2005

29,996

79

(18,572)
17,469
287
31,287
60,546

60,546

122,992

183,538



QUEENS ROAD SECURITIES, LLC
Notes to Financial Statements

December 31, 2006 and 2005

(1) Organization and Significant Accounting Policies

Organization

The Company was organized as Queens Road Securities, LLC (the “Company™) under the laws of
the state of North Carolina on May 12, 2000 as a limited liability company to provide investment
services (o investors as a fully disclosed introducing broker-dealer. The Company is licensed to
operate in all fifty states and Puerto Rico. The Company is a broker-dealer in securities registered
with the Securities and Exchange Commission (SEC) and is a member of various exchanges and
the National Association of Securities Dealers (NASD). The Company’s securities are cleared
through a clearing broker-dealer. The Company does not maintain customers’ security accounts
nor does it perform custodial functions related to customer securities.

Revenue Recognition

The Company recognizes revenue from securities transactions on a trade-date basis.

Basis of Presentation

The Company's policy is to prepare its financial statements in accordance with accounting
principles generally accepted in the United States of America.

Cash and Cash Equivalents

For purposes of the financial statements, cash and cash equivalents include cash, deposits in
interest-bearing accounis, and other financial instruments with maturities of less than three months.

Accounts Receivable

The Company writes off doubtful receivables in amounts equal to the estimated collection losses
that will be incurred. No allowance is required for 2006 and 2005.

Income Taxes

The Company is treated as a partnership for federal and state income tax purposes and does not
incur income taxes. Instead, its earnings and losses are included in the tax returns of the member.
The financial statements therefore, do not reflect a provision for income taxes.
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QUEENS ROAD SECURITIES, LLC
Notes to Financial Statements, Continued

December 31, 2006 and 2005

Organization and Significant Accounting Policies, Continued

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 arnounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial staternents and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Related Party

The Company amended its agreement with Bragg Financial Advisors (a related company) on
January 9, 2006 whereby Bragg Financial Advisors provides office space and management services
for a fee of approximately $11,000 per month. Prior to January 9, 2006, these services were
provided by Bragg Financial Advisors at no charge. Additionally, the Company is the statutory
underwriter for two mutal funds (Queens Road Small Cap Value Fund and Queens Road Value
Fund) which are managed by Bragg Financial Advisors. The Company receives no fee for this
service and only an insignificant number of the mutual funds’ trades go through the Company.
The mutual funds are charged for the cost of these trades.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimurn net capital. The Company has elected
to use the basic method, permitted by the Rule, which requires that the Company maintain
minimum net capital of $50,000, as defined, and requires that the ratio of aggregate indebiedness
to net capital, both as defined, shall not exceed 15 to 1. As of December 31, 2006, the Company
had net capital, as defined, of $146,980 which was $96,980 in excess of required net capital, and
its ratio of aggregate indebtedness to net capital was 0.31 to 1.




QUEENS ROAD SECURITIES, LLC

Supplemental Schedules of Computation and Reconciliation of

Net Capital in Accordance with Rule 15¢3-1 of the
Securities and Exchange Commission

December 31, 2006 and 2005

Total assets
Deduct: Aggregate indebtedness

Net worth

Deduct: Excluded indebtedness
Add: Subordinated indebtedness
Deduct: Non-allowable assets
Deduct: Concessions

Deduct: Securities haircuts

Net capital

Net capital requirements:
-Broker-dealer
Net capital in excess of requirements

Net capital as computed above

Net capital per December 31 FOCUS report (unaudited)
Adjustments

Adjusted net capital, December 31

$

$

$

$

$

2006
261,155

(46,222)

214,933

(57,828)

(10,125)

146,980

50,000

96,980

146,980

146,980

146,980

Schedule 1

2005

262,650
(39,050}

223,600

(54,112)

169,488

50,000
119,488

169,488

169,488

169,488



Schedule 2
QUEENS ROAD SECURITIES, LLC

Supplemental Schedules of Computation for Determination
of Reserve Requirements Pursuant to Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2006 and 2005

The Company is exempt from the provisions of Rule [5¢3-3 under the Securities Exchange Act of
1934, in that the Company’s activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(2)(it} of the Rule.
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The Member

Queens Road Securities, LLC:

In planning and performing our audit of the financial statements of Queens Road Securities, LLC (the
“Company”) for the year ended December 31, 2006, we considered its internal control structure in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control structure. Among the elements of the
internal control structure that we considered are the accounting system and control procedures.

Also, as required by Rule 17a-5(g)}(1) of the Securities and Exchange Commission (the "SEC"), we
have made a study of the pracrices and procedures (including tests of compliance with such practices
and procedures) followed by the Company that we considered relevant to the objectives stated in Rule
17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)}(11) and the reserve required by Rule 15c3-3(e) and the procedures for determining
compliance with the exempt provisions of Rule 15¢3-3. We did not review the practices and
procedures followed by the Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry security
accounis for customers or perform custodial functions relating to customer securities.

The managemem of the Company is responsible for establishing and maintaining an internal control
structure 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 internal controt structure policies and procedures 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. The objectives of an internal control
structure 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 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. -

Because of inherent limitations in any internal control structure or the practices and procedures referred
to above, errors or fraud may occur and not be detected. Also, projection of any evaluation of the
internal control structure to future periods is subject to the risk that procedures may become inadequate
because of changes in conditions or that the effectiveness of the design and operation of policies and
procedures may deteriorate.




The Member
Page 2

Our consideration of the internal control structure would not necessarily disclose all matters under
standards established by the American Institute of Certified Public Accountants. A material weakness
is a condition in which the design or operation of the specific internal control structure elements does
not reduce to a relatively low level the risk that errors 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. We noted the following
matters involving the accounting system and control procedures that we consider to be material
weaknesses as defined above. These conditions were considered in determining the nature, timing, and
extent of the procedures to be performed in our audit of the financial statements of the Company for
the year ended December 31, 2006, and this report does not affect our report dated February 6, 2007.

The size of the business ancl resultant limited number of employees imposes practical limitations on
the effectiveness of those control policies and procedures that depend on the segregation of duties
such as processing of cash receipts, cash disbursements, and payroll. Because this condition is
inherent in the size of the Company, the specific weaknesses are not described herein and no
corrective action has been taken or proposed by the Company.

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 as of December 31, 2006 to meet the SEC’s objectives.

This report is intended solely for the information and use of the member, management, the SEC and
any 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.

Betibulso, Il & fobutss | L1t

February 6, 2007



