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OATH OR AFFIRMATION

I, Mark F. Hansen , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Quantlab Securities, LP , as

of December 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:

o, AUDREY WRAY " ' .
S \orary Public, State of Texas |} : é
: B My Commission Expires )

Signature

__May 24, 2010
= Chief Financial Officer

ﬂ/ /4/ Title

Not;ry Public

This report ** contains (check all applicable boxes):

Gl ¢a) Facing Page. .

[ (b) Statement of Financial Condition.

) (¢) Statement of Income (Loss).

B0 (d)..Statement of Changes in Financial Condition. Cash Flows.

0 e} “Giaie o ai ol Chenges in Stockholders® Equity or Partners’ or Sole Proprietoes” & +70

O (fH Statement of Changes in Liabilitics Subordinated to Claims of Creditors.

X (g) Computation of Net Capital.

00 (h) Compuration 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.

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.

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

X (1) An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

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

X {o) Independent auditors’' report on internal accounting control.

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




QUANTLAB SECURITIES, LP
Financial Statements and Supplemental Schedules
with Independent Auditors' Report Thereon, and
Independent Auditors’ Report on Internal Control

December 31, 2007 and 2006
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INDEPENDENT AUDITORS' REPORT

The Partnears

Quantlab Securities, LP:

We have audited the accompanying statements of financial condition of
Quantlab Securities, LP (a Delaware limited partnership) as of December 31, 2007
and 2006, and the related statements of income, partners’ capital and cash flows
for the years 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. OQur 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 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 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 Quantlab Securities, LP at
December 31, 2007 and 2006, 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.

OQur audits were conducted for the purpose of forming an opinion on the
basic financial statements taken as a whole. The information contained in the
accompanying Schedules I and 1I is presented for the purpose of additional
analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of 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 statementis

taken as a whole.
:Z { :. éé;zi¢23£44{1/c£42o.,7ﬁ%z

Houston, Texas
February 26, 2008




QUANTLAB SECURITIES, LP

Statements of Financial Condition

December 31, 2007 and 2006

Assets

Cash

Receivable from:
Clearing organization
Other brokers or dealers

Total receivable from
broker dealers

Prepaid expenses

Liabilities and Partners’

Capital

Accounts payable to clearing organization
Accounts payable and accrued expenses

Total liabilities

Partners' capital:
General partner

Limited partners:
Limited partnership interest
Class B limited partnership interest
Class C limited partner
Total limited partners

Total partners’ capital

2007 2006
$ 9,371,406 6,445,769
287,440 460,543
481,696 669,120
769,136 1,129,663
414,809 20,324
$ 10,555,351 7,595,756
- 4,667
7,413,859 2,081,032
7.413,959 2,085,698
36,826 44,652
2,787,298 3,530,772
218,778 1,804,839
88,490 129,794
3.104 566 5,465 405
3.141,392 5,510,057
$ 10,555,351 7,595,756

The accompanying notes are an integral part of these financial statements.
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QUANTLAB SECURITIES, LP

Statements of Income

Years ended December 31, 2007 and 2006

2007 2006

Revenue:
Commissions $ 103,893,475 44,890,658
Interest 223,529 91,628
Other income - 230
104,117,004 44 982,516

Expenses:
Clearing charges 8,378,061 7,213,697
Routing 74,116,062 17,191,427
Management services 5,465,310 4,421,065
Software royalty 10,800,000 9,300,000
Connectivity and data feeds 1,899, 091 1,182,511
Regulatory fees and assessments 1,183,051 892,774
Personnel 1,539,744 717,853
Professional fees 37,310 23,235
Other operating expenses 10,201 29,202
Total expenses 103,428,830 40,971,764
Income before income taxes 688,174 4,010,752

Provision for income taxes 202 .000 -

Net income $ 486,174 4,010,752

The accompanying notes are an integral part of these financial statements.
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QUANTLAB SECURITIES, LP

Statements of Partners’' Capital

Years ended December 31, 2007 and 2006

Balance at December 31, 2005
Contributions

Distributions

Net income

Balance at December 31, 2006

Distributions
Net income

Balance at December 31, 2007

General Limited
partner partners
$ 10,643 1,466,337
17,000 990,000
(5,050) (979,625}
22,059 3,988 .693
44 652 5,465,405
{(10,500) (2,844,339)
2,674 483,500
$ 36,826 3,104,568

Total
1,476,980
1,007,000

(984,675)
4,010,752
5,510,057

(2,854,839)
486,174

3.141,302

The accompanying notes are an integral part of these financial statements.
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QUANTLAB SECURITIES, LP

Statements of Cash Flows

Years ended December 31, 2007 and 2006

Cash flows from operating activities:
Net income § 486,174 4,010,752
Adjustments to reconcile net income to het
cash provided by operating activities:
(Increase) decrease in operating assets:

Receivable from clearing organization 173,103 (11,288)
Receivable from other brokers
or dealers 187,424 (471,350)

Receivable from related
party customer - 146,364
Prepaid expenses (394 ,485) 4,568
Increase (decrease) in operating
Tiabilities:

Payable to clearing organization (4,667) 1,514

Accounts payable and accrued
expenses 5,332,927 1,482,804
Total adjustments 5,294 302 1,152,612

Net cash provided by
operating activities 5,780,476 5,163,364
Cash flows from financing activities:

Proceeds from note payable - 1,000,000
Payment of note payable - {1,000, 000)
Contributions from partners - 1,007,000
Distributions to partners {2,854, 839) (984, 675)

Net cash provided by
(used in) financing

activities {2.854,839) 22,325

Net increase in cash 2,925,637 5,185,689

Cash at beginning of year 6,445,769 1,260,080
Cash at end of year $ 9,371,406 6,445,769

The accompanying notes are an integral part of these financial statements.
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QUANTLAB SECURITIES, LP
Notes to Financial Statements

December 31, 2007 and 2006

(1) Organization, Nature of Business and Summary of Significant Accounting

Policies

The organization, nature of business and a summary of the significant

accounting policies of Quantlab Securities, LP is set forth below:

(a) Quantlab Securities, LP (The Partnership) was organized as a
Delaware limited partnership pursuant to an agreement of
limited partnership dated as of December 7, 2001. The
Partnership 1is a registered broker-dealer under the
Securities Exchange Act of 1934 and a member of the
National Association of Securities Dealers, Inc. The
Partnership's office is located in Houston, Texas.

(b} The Partnership receives brokerage commissions and other fees
from transactions in certain investment accounts maintained
by other broker-dealers of Quantlab Capital Management,
Ltd., on a Tfully disclosed basis. Quantlab Capital
Management, Ltd., a Cayman Islands exempted company, 1is
registered in the U. S. as an investment adviser under the
Investment Advisers Act of 1940 and is under common control
with the Partnership. The term of the Partnership is
through December 31, 2051. The Partnership may continue,
by unanimous consent, from calendar year to calendar year
until terminated as provided in the partnership agreement.
However, the term of the agreement shall not be extended
beyond December 31, 20865,

{c) Securities transactions and all related revenue and expense
are recorded in the accounts on a trade date basis at
December 31, 2007 and 2006.

{d) 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 1liabilities and
disclosure of contingent assets and 1iabilities 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.

(e) For purposes of the statement of cash flows, cash includes
cash on hand, bank checking and money market accounts, and
short-term debt instruments with a maturity of three months
or less. The Partnership paid interest expense of $19,550
in 2006. The Partnership paid no interest expense in 2007,
and paid no income tax in 2007 or 2006.

-6 -

CONKLIN HRUZEK & CO., P.C.



QUANTLAB SECURITIES, LP

Notes to Financial_Statements, Continued

(1) Organization, Nature of Business and Summary of Significant Accounting
Policies, continued

(f} The Partnership maintains its cash in bank deposit accounts
which exceed Federal insured timits. The Partnership has
not experienced any Jlosses 1in such accounts. The
Partnership believes it is not exposed to any significant
credit risk on cash and cash equivalents.

{(g) The Partnership is not a taxpaying entity for Federal income
tax purposes. The income or loss of the Partnership is
included in the separate income tax returns of the
partners. Accordingly, no provision is made for Federal
income taxes in the Partnership’'s financial statements. At
December 31, 2007 and 2006, there were no material
differences between the tax basis and reported amounts of
the Partnership’s assets.

{h} The Partnership has an agreement with a clearing organization
whereby the organization performs clearing functions for
all security transactions with customers and broker-
dealers.

(i)} Quantlab Financial, LLC, a Delaware 1imited 1iability company,
is an affiliated company under common control as the
Partnership, provides the Company management services,
office facilities and pays various overhead expenses on
behalf of the Partnership. The monthly fees for management
services are adjustable every six months. The monthly
fees, including allocated personnel expenses were as
follows for 2007 and 2006:

January 1, - June 30, 2006 $ 275,000
July 1, - December 31, 2006 300,000
January 1, - December 31, 2007 375,000

The management fee 1is required to be waived by Quantlab
Financial, LLC, to the extent it would cause the
Partnership's net capital to fall below $30,000. The
Partnership incurred management services expense of
$5,465,310 and $4,421,065 in 2007 and 2006, including fees
for certain additional services. Allocated personnel
expense, in addition to the fee for management services
amounted to $1,539,744 and $717,853 in 2007 and 2006,
respectively.

CONKLIN HRUZEK & CO., P.C.



(2)

(3)

(4)

QUANTLAB SECURITIES, LP

Notes to Financial_Statements, Continued

Income taxes

The Partnership is subject to state income taxes as limited 1iability entity

under state Taw, beginning in 2007. The tax is 1% of gross revenue, less
the larger of cost of sales, empltoyee compensation or a statutory
exclusion of 30%.

Net Capital Requirements

The Partnership is subject to the Securities and Exchange Commission's

Uniform Net Capital Rule (Rule 15c3-1)}, 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.
Retained earnings may be restricted as to payment of dividends if this
ratio exceeds 10 to 1. At December 31, 2007, the Partnership had net
capital of $2,682,440 which exceeded its required net capital of $494,264
by $2,188,176. The Partnership’'s agreement with its clearing broker
requires net capital of not less than $150,000. Additionally, the
Partnership has verbally committed to its clearing broker to maintaining
a clearing deposit of not less than $1,000,000. The Partnership’s ratio
of aggregate indebtedness to net capital was 2.77 to 1. There were no
liabilities subordinated to the claims of general creditors during 2007.

Partners' Capital

Partners' capital consists of the general partnership interest and limited

partnership interests (including Class B and Class C). Losses of the
Partnership are allocated to the partners, other than Class B and Class C
Timited partners, in proportion to their respective percentage interests
(as such term is defined in the limited partnership agreement) in the
Partnership. Profits, after taking into account the special allocation
of profits to the Class B 1imited partners, are allocated to the partners
(other than the Class B limited partners) in accordance with each
partner’'s percentage interest, provided that profits from capital events
(as such term is defined in the limited partnership agreement) have a
special allocation hierarchy to account for certain equity thresholds.
The Class B limited partners receive a special allocation of the annual
profits of the Partnership as determined by a vote of the partners (other
than the Class B Timited partners).

CONKLIN HRUZEK & CO., P.C.



QUANTLAB SECURITIES, LP

Notes to Financial_Statements, Continued

(5) Related Party Transactions

The Partnership has entered into 1license agreements with Emergent
Partners, LP and Resonant Partners, LP, affiliated companies under common
control as the Partnership. The agreements are for certain proprietary
software technology for which the Partnership pays a monthly fee. The
license fees are adjustable upon agreement of the Partnership and the
respective company. The fee was $300,000 per month to Emergent
Partners, LP through February 2007. The fee to Resonant Partners, LP 1is
$300,000 per month beginning July 1, 2005 through May 2006 and $600,000
per month beginning June 1, 2006 through February 2007. The fee to
Resonant Partners is $900,000 per month beginning March 1, 2007. The
Partnership paid software royalties under the agreements of $600,000 and
$3,600,000 to Emergent Partners, LP in 2007 and 2006, respectively, and
$10,200,000 and $5,700,000 to Resonant Partners, LP in 2007 and 2006,
respectively., The Partnership also paid fees for management services and
personnel expense to Quantlab Financial, LLC of $7,005,054 and $5,138,918
in 2007 and 2006, respectively. Commission revenue earned on related
party trades amounted to approximately $100,100,000 and $37,600,000 in
2007 and 2006, respectively.
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Schedule 1
QUANTLAB SECURITIES, LP

Computation of Net Capital under Rule 15¢3-1 of the
Securities and Exchange Commission

December 31, 2007

Net capital:

Total partners’ equity $ 3,141,392
Less nonallowable assets:
Accounts receivable 44,143
Frepaid expenses 414,809
458,952
Net capital $ 2.682,440
Aggregate indebtedness - Items included in
statement of financial condition - total liabilities $ 7,413,959
Computation of basic net capital requirement:
Minimum net capital required (6 2/3% of total
aggregate indebtedness) $ _ 494 264
Minimum dollar net capital requirement of
reporting broker or dealer $ _ 100,000
Net capital requirement (greater of above two
minimum requirement amounts) $ _ 494 264
Net capital in excess of required minimum $ 2,188,176
Excess net capital at 1000% (net capital less 10%
of total aggregate indebtedness) $ 1,941,044
Ratio of aggregate indebtedness to net capital 2.77 to 1

There are no material differences between the computation of net capital under
Rule 15¢3-1 as presented herein and as reported by the Company in Part IIA of

Form X-17A-5 as of December 31, 2007.
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Schedule II
QUANTLAB SECURITIES, LP

Information Relating to the Possession or Control
Requirements under Rule 15¢3-3

December 31, 2007

The Partnership 1is exempt from the reserve rsquirements and the related

computations for the determination thereof under paragraph (k)(2)(ii) of Rule
15¢3-3 under the Securities Exchange Act of 1934 as the Partnership carries
no margin accounts, promptly transmits all customer funds and delivers all
securities received in connection with its activities as a broker or dealer,
does not otherwise hold funds or securities for, or owe money or securities
to customers and effectuates all financial transactions with customers through
unaffiliated clearing organizations.

As of and for the year ended December 31, 2007, the Partnership has maintained

its compliance with the conditions for exemption specified 1in paragraph
(k) {2){(i1) of Rule 15¢c3-3.

- 11 -
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INDEPENDENT AUDITORS' REPORT
ON_INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors
Quantlab Securities, LP:

In planning and performing our audit of the financial statements of
Quantliab Securities, LP (the Partnership), as of and for the year ended
December 31, 2007, in accordance with auditing standards generally accepted in
the United States of America, we considered the Partnership's internal control
over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose on expressing an opinion on the effectiveness of the
Partnership's internal control. Accordingly, we do not express an opinion on the
effectiveness of the Partnership’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 Partnership 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 Partnership 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
Partnership 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 Partnership 1is 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 Partnership 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 1in
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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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 beccme 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, 1in 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 1ikelihood
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 internal control was for the 1limited 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. However, we noted the following matter involving the accounting system
and its operation that we consider to be a material weakness as defined above.
The condition was considered in determining the nature, timing and extent of
procedures to be performed in our audit of the financial statements of Quantlab
Securities, LP for the year ended December 31, 2007, and this report does not
affect our report thereon dated February 26, 2008.

The Partnership does not have segregation of duties in the
accounting function. With your small number of employees, an ideal
system of internal control may not be possible and/or practical
because it is not possible to segregate duties as much as would be
required to provide such an ideal system. In situations where an
ideal system is not possible, constant surveillance and review by
management 1is the principal means of offsetting the inherent
weakness in internal control and of safeguarding the assets of the
Partnership and its customers.

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 1its 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 Partnership's practices and procedures, as described in the
second paragraph of this report, were adequate at December 31, 2007, to meet the
SEC's objectives.
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This report is intended solely for the information and use of management,
the Securities and Exchange Commission, 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.

Houston, Texas
February 26, 2008

. END
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