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OATH OR AFFIRMATION

1, John L. Keeley, Jr., swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of Keeley Investment Corp., as of
December 31, 2007, are true and correct. I further swear (or affirm) that neither the company nor any partner,
proprietor, principal officer or director has any proprietary interest in any account classified solely as that of a
customer.

Selereg)

Signature NS

President
Title

Notary Public
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his report ** contains (check all applicable boxes):

{a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor’s Capital.

{f) 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.

(i) 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 con-
solidation,

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(0) Independent Auditor’s Report on Internal Control

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

Certified Public Accountants

Independent Auditor's Report

To the Board of Directors and Stockholders
Keeley Investment Corp.
Chicago, Iliinois

* We have audited the accompanying statement of financial condition of Keeley Investment Corp. {the Company) as of
December 31, 2007, and the refated stalements of operations, changes in stockholders' equity and liabilities
subordinated to claims of generat creditors, and cash flows for the year then ended that you are filing pursuant to rule
{7a-5 under the Securities Exchange Act of 1934 and Regulation 1.16 under the Commodity Exchange Act. 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 audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we ptan 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 stalements. An audit also includes assessing the accounting
principles used and significant estimales 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 Keeley Investment Corp. as of December 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 financiat statements taken as a whole.
The information contained in Schedules |, 1 and Hl 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 and Regulation 1.16 under the Commodity Exchange Act. Such information has
been subjected to the procedures applied in the audit of the basic financial statements and, in cur opinion, is fairty
stated in all material respects in relation to the basic financial statements taken as a whole.

/44%47//4,5&.9 L~

Chicago, lllinois
February 27, 2008

McGladrey & Pullen, LLP is @ member firm of RSM International -
an affiliation of separate and independent legal entities.



Keeley Investment Corp.

Statement of Financial Condition
December 31, 2007

Assets
Cash and cash equivalents 268,647
Receivables from futures commission merchant and securities broker-dealer 10,397,146
Shareholder services expense reimbursement receivable 438,725
Underwriting income receivable 156,195
Deposit with clearing broker 5,000
Other assets 295,252
Total assets 11,560,965
Liabilities and Stockholder's Equity
Liabilities
Employee compensation and benefits payable 1,910,109
Distribution expense payable 840,000
Income taxes payable 555,042
Accounts payable, accrued expenses and other liabilities 111,021
3,416,172
Stockholder's Equity
Common stock, no par value; authorized 100,000 shares;
issued and outstanding 25,000 shares 2,500
Additional paid-in capital 40,675
Retained eamings 8,101,618
Total stockholder's equity 8,144,793
Total liabilities and stockholder's equity 11,560,965

The accompanying noles are an integral part of the financial statements.




Keeley Investment Corp.

Statement of Operations
Year Ended December 31, 2007

Revenue:
Commissions
Distribution and underwriting income
Trading and investment losses, net
interest
Dividends
Other
Total revenue

Expenses:
Employee compensation and related benefits
Distribution and shareholder service expenses
Brokerage and clearing
Professional fees
Cccupancy
Marketing
Communications
Interest
Other
Expense reimbursement from affiliate
Total expenses

Net income before income tax expense
fncome tax expense
Net income

The accompanying notes are an integral part of the financial statements.

20,676,623
2,703,883
{218,075)
625,989
35,000
248,464

24,071,884

11,642,063
3,616,316
624,037
421,825
177,993
89,452
62,121
45,126
954,134
{4,698,306)

12,934,761

11,137,123

502,093

10,635,030




Keeley Investment Corp.

Statement of Changes in Stockholder's Equity and Liabilities
Subordinated to Claims of General Creditors
Year Ended December 31, 2007

Liabilities
Stockholder's Equity Subordinated
Additional to Claims
Common Paid-in Retained of General
Stock Capital Earnings Total Creditors
Balance, beginning of year $ 2500 $ 40,675 $ 12,368,271 § 12411446 $ 700,000
Payment of subordinated liabilities - - - (700,000)
Dividends - - {14,901,683) (14,901,683) -
Net income - - 10,635,030 10,635,030
Balance, end of year $ 2500 $ 40675 $ 8101618 § 8144793 §

The accompanying notes are an integral part of the financial statements.



Keeley Investment Corp.

Statement of Cash Flows
Year Ended December 31, 2007

Cash Flows from Operating Activities

Net income $ 10,635,030
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation 86,347
Deferred income taxes {62,930)
Net changes in operating assets and liabilities:
Receivables from futures commission merchant and securities broker-dealer (5,280,748)
Marketable securities 5,865,826
Not readily marketable securities 2,893,524
Shareholder services expense reimbursement receivable (438,725)
Underwriting fees receivable 17,149
Other assets (114,423)
Employee compensation and benefits payable 832,311
Distribution expense payable 840,000
Income laxes payable 440,023
Accounts payable, accrued expenses and other fiabilities (92,977)
Net cash provided by operating activities 15,620,407
Cash Flows from Financing Activities
Payment of liabilifies subordinated to claims of general creditors {700,000}
Dividends paid (14,901,683)
Net cash used in financing activities (15,601,683)
Net increase in cash and cash equivalents 18,724
Cash and cash equivalents:
Beginning 249,923
Ending $ 268,647
Supplemental Disclosures of Cash Flow Information
Cash paid during the year for:
Interest $ 45,126
Income laxes 125,000

The accompanying notes are an integral part of the financial statements.




Keeley Investment Corp.

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies

Keeley Investment Corp. (the *Company”) is a registered broker-dealer with the Securities and Exchange
Commission (*SEC"). The Company is also registered as an introducing broker with the National Futures Association
("NFA"). The Company introduces its customers to a clearing broker on a fully disclosed basis. The Company also
engages in principal sales and trading of equity securities. The Company may enter inlo transactions in derivative
financial instruments, including futures and options, in order to facilitate its trading activities.

The Company operates under the provisions of paragraph {k)2)(ii) of rule 15¢3-3 of the Securities Exchange Act of
1934 and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of
paragraph (k)(2)(ii) provide that the Company clear all transactions on behalf of customers on a fully disclosed basis
with a clearing broker-dealer, and promptly transmit all customer funds and securities to the clearing broker-dealer.
The clearing broker-dealer carries alt of the accounts of the customers and maintains and preserves alt related books
and records as are customarily kept by a clearing broker-dealer.

Significant accounting policies are as follows.

Revenue recognition: Commission income and related expenses from customer ransactions are recorded on a
trade date basis. Distribution and underwriting income are recorded on the accrual basis.

Securities owned - marketable: The marketable securities include equity securities, futures, and investments in
mutual funds. Proprietary securities and futures transactions are recorded on the transaction date; posilions are
marked to market with related gains and losses recognized curently in income. Gains and losses on open
commodity futures, options on futures contracts, and forward contracts, which are marked to market, are recognized
cumrently in income.

Securities owned — not readily marketable: Not readily marketable securities include investment securities (a) for
which there is no market on a securities exchange or no independent publicly quoted market, (b) that cannot be
publicly offerad or sold unless regisration has been effected under the Securities Act of 1933, or (c) that cannot be
offered or sold because of other arrangements, restrictions, or conditions applicable to the securities or to the issuer
or Company.

Not readily marketable investments owned by the Company consist of equity securities and investments in fimited
partnerships. Equity securities which are not readily marketable are recorded at cost untii significant events indicate
cost is no longer appropriate and then are carried at their estimated fair value. When carried at estimated fair value,
such securities have been valued based upon other market sources which are believed to provide a reasonable
value for such investments. The investments in limited parinerships which do not have established markets and
which do not have established eamings patterns, but for which events warrant values other than cost, are valued
using the most recent and reliable outside information available, including the underlying fair value of related
parinerships, as determined by management, and changes in value are reflected in the results of operations.
Because of the inherent uncertainty of valuations, however, the estimated values used for these investments may
differ significantly from the values that would have been used had a ready market existed and the differences could
be material.



Keeley Investment Corp.

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies (continued)

income taxes: The Company, with the consent of its stockholder, has elected to be taxed as an S corporation under
sections of the federal and slate income tax laws which provide that in lieu of corporation income taxes, the
stockholder separately accounts for the Company's items of income, deductions, losses and credits. Therefore,
these financial statements do not include any provision for corporation income taxes except for lllinais replacement
taxes and federal built-in gains taxes.

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 disclosure of contingent assets and liabilities 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.

Cash equivalents: The Company considers money market funds to be cash equivalents.

Reclassification; Certain balances for the year ended December 31, 2006 have been reclassified to conform to the
current year cash flow presentation with no effect on results from operations.

Recent accounting pronouncements: In June 2006, the Financial Accounting Standards Board {*FASB’) issued
FASB Interpretation No. 48 (“FIN 48"), Accounting for Uncertainty in Income Taxes — an interpretation of FASB
Statement 109. FIN 48 clarifies the accounting for uncertainty in income laxes recognized in an enterprise’s financial
slatements in accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48 prescribes a
comprehensive model for recognizing, measuring, presenting and disclosing in the financial statements tax positions
taken or expected to be taken on a tax return. If there are changes in net assels as a result of application of FIN 48
these will be accounted for as an adjustment to the opening balance of retained eamings. Additional disclosures
about the amounts of such liabilities will be required also. In February 2008, the FASB delayed the effective date of
FIN 48 for certain nonpublic enterprises to annual financial stalements for fiscal years beginning after December 15,
2007. FIN 48 is effective for the Company in its year ended December 31, 2008. Management is currently
assessing the impact of FIN 48 on its financial position and results of operations and ils potentia! effect on the
financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (*SFAS No. 157"). SFAS No. 157
defines fair value, establishes a framewaork for measuring fair value and expands disclosures about fair value
measurement, SFAS No. 157 also emphasizes that fair value is a market-based measurement, nol an entity-specific
measurement, and sets out a fair value hierarchy with the highest priority being quoted prices in active markets.
Under SFAS No. 157, fair value measurements are disclosed by level within that hierarchy. This Statement is
effective for fiscal years beginning after November 15, 2007. SFAS 157 is effective for the Company in its year
ended December 31, 2008. The Company is currently assessing the potential effect of SFAS No. 157 on its financial
position, results of operations and cash flows.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Opfion for Financial Assets and Financial
Liabifities (*SFAS 159"). SFAS No. 159 permits companies to elect to follow fair value accounting for certain financial
assets and liabilities in an effort to mitigate volatility in earnings without having to apply complex hedge accounting
provisions. The standard also establishes presentation and disclosure requirements designed to facilitate
comparison between entities that choose different measurement attributes for similar types of assels and liabilities.
SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. SFAS No. 159 is effective for the
Company in its year ended December 31, 2008. The Company is currently evaluating the impact of the adoption of
SFAS No. 159, if any, on its financial position, results of operations and cash flows.




Keeley Investment Corp.

Notes to Financial Statements

Note 2. Transactions with Related Parties

The Company provides office space and services to Keeley Asset Management Corp. (‘KAMCOQ"), its affiliated SEC
registered investment advisor. The Company received $4,698,306 from KAMCO for the year ended December 31,
2007. This amount is included as a reduction to the Company's expenses in the statement of operations.

The Company is the distributor of certain affiliated mutual funds, the Keeley Small Cap Value Fund, Inc. and the
Keeley Funds, Inc. (collectively, the *Funds”). The Company received $888,962 from the Funds pursuant to an
approved Rule 12b-1 distribution plan for the year ended December 31, 2007.

The Company also provides brokerage services to the Funds. The Company received $8,359,911 in brokerage
commissions from the Funds for the year ended December 31, 2007.

Note 3. Trading Activities
Aggregate trading and investment losses, net in the statement of operations are comprised of the following:

Net Trading
and
Investment
Gains/(Losses)

Equity securities {marketable and not readily marketable) $  (2,020,715)

Related party mutual funds 1,802,640
$ (218,075)

Note 4. Liabilities Subordinated to Claims of General Creditors

Liabilities subordinated to claims of general creditors of $700,000 were paid in full to a Company stockholder. There
was $42,675 of interest expensed by the Company for the year ended December 31, 2007 in connection with these

borrowings.

Note 5. Bank Line of Credit

The Company had a line of credit of $400,000. The line of credit bears interesl at the prime rate and matured on
November 1, 2007. The line of credit was not renewed.



Keeley Investment Corp.

Notes to Financial Statements

Note 6. Commitments and Contingencies

The Company has lease agreements for its office facilities which expire on varying dates through October 31, 2012,
noncancelable through October 31, 2009. The lease payments include rent, some utiliies and real estale taxes. The
future minimum rental commitments under these agreements are as follows.

Years ending December 31:

2008 $ 208,282
2009 214,194
2010 220,273
20114 226,535
2012 193,342

$ 1062626

Total rent expense for the year ended December 31, 2007 was $177,993.

In the normal course of business, the Company enters into contracts that contain a variety of representations and
warranties that provide indemnifications under certain circumstances. The Company’s maximum exposure under
these arrangements is unknown, as this would involve future claims that may be made against the Company that
have not yet occurred. The Company expects the risk of loss to be remote.

Note 7. Employee Benefit Plans

The Company has a defined contribution profit sharing plan which covers substantially all fufl-ime employees and
provides for discretionary annual contributions based upon a percent of compensation paid. The expense for the
year ended was $126,654 which remained payable at December 31, 2007. Contributions made by the Company
vest based upon eligible years of service with a 25 percent vesling after one year and 100 percent vesting occurring
in the third year.

The Company also has a 401(k) plan which covers substantially all full-time employees. The Company makes
matching contributions up to 6 percent of compensation not to exceed a stated maximum. The expense for the year
ended was $163,064, which remained payable at December 31, 2007.

Note 8. Income Taxes

in conjunction with the sale of several assets during 2007 thal were acquired at the time the Company elected to be
taxed as an S corporation, the Company incurred a federal buill-in gains tax of 35 percent,

The provision for income taxes for the year ended December 31, 2007 was:

Buill-in gains taxes $ 351,042

State replacement taxes 213,981

Deferred tax benefit {62,930)
3 502,093




Keeley investment Corp.

Notes to Financial Statements

Note 9. Financial Instruments with Off-Balance-Sheet Risk and Concentration of Credit Risk

The Company's operating activities include trading various financial instruments with off-balance-sheet risk. These
financial instruments consist principally of written option contracts on equity securities and related stock indices,
securities sold, not yet purchased, and financial futures contracts. Such risk arises from potential changes in the
market values of the securities or money-market instruments underlying the financia! instruments which may be in
excess of the amounts recognized in the statement of financial condition.

Securifies sold, not yet purchased (short sales) represent obligations of the Company to make a future delivery ofa
specific security and can create an obfigation to purchase the security at the prevailing market price (or deliver the
security if owned by the Company) al the later delivery date. As a result, short sales create the risk that the
Company's ullimate obligation to satisfy the delivery requirements may exceed the amount of the proceeds initially
received. While the Company has no obligations resulting from short sales at December 31, 2007, the Company did
engage in short sales during the year.

Securities transactions of customers are introduced to and cleared through a clearing broker. Under the terms of its
clearing agreement, the Company is required to guarantee the performance of its customers in meeting contracted
obligations. In conjunction with the clearing broker, the Company seeks to control the risks associated with its
customer activities by requiring customers to maintain collateral in compliance with various regulatory and internal
guidelines. Compliance with the various guidelines is monitored daily and, pursuant to such guidefines, the
customers may be required to deposit additionat collateral or reduce positions when necessary.

Securiies owned may be used as collateral by the clearing broker for amounts owed to such clearing broker.

The clearing and depository operations for the Company’s security transactions are performed by its clearing broker
pursuant to a clearance agreement. At December 31, 2007, approximately $9,346,000 of money market funds is
reflected in the receivables from futures commission merchant and securities broker dealer. The Company
consistently monitors the credit worthiness of the clearing broker to mitigate the Company's exposure to credit risk.

The Company is engaged in various trading acliviies whose counterparties primarily include broker-dealers, banks,
and other financial institutions. in the event counterparties do not fulfil their obligations, the Company may be
exposed to risk. The risk of default depends on the creditworthiness of the counterparty or issuer of the instrument.

It is the Company's policy to review, as necessary, the credit standing of each counterparty with which it conducts
business. The Company is engaged in brokerage aclivities whose counlerparties primarily include broker-dealers,
banks, and other financial institutions. The Company's exposure lo credit risk associated with nonperformance of the
customers in fulfilling their contractual obligations pursuant to futures transactions can be directly affected by the
volatile trading markets that may impair the customer’s ability to satisfy their obligations to the Company.

The Company does nol anticipate nonperformance by clients or counterparties in the preceding situations. If either a
customer or counterparty fails to perform, the Company may be required to discharge the obligation of the
nonperforming party and, in such circumstances, the Company may sustain a loss. The Company has a policy of
reviewing, as considered necessary, the credit standing of each counterparty with which it conducts business.

The Company maintains accounts with financial institutions which, at times, may exceed FDIC insurance limits. The

Company has not incurred any losses on these accounts in the past and does not expect any such fosses in the
future.
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Keeley Investment Corp.

Notes to Financiat Statements

Note 10.  Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1),
which requires the maintenance of a minimum amount of net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15to 1. Rule 15¢3-1 also provides that equity capital
may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At December 31,
2007, the Company had net capital and net capital requirements of $7,505,797 and $250,000, respectively. The
Company's ratio of aggregate indebtedness to net capital was 46 to 1.

Note 11.  Subsequent Event
From January 1, 2008 to February 27, 2008, the Company paid dividends of $4,000,000.

1"



Keeley Investment Corp.

Computation of Net Capital Under Rule 15¢3-1
December 31, 2007

Schedule |
Total stockholders' equity from statement of financial condition $ 8,144,793
Deductions andfer charges:
Shareholder services expense reimbursement receivable (156,765)
Other assets (295,252)
Net capital before haircuts on securities positions 7,692,716
Haircuts on securities:
Money market funds 186,979
Net capital 7,505,797
Minimum net capital requirement 250,000
Excess net capital $ 1,255,797
Aggregate indebtedness:
Employee compensation and benefits payable $ 1,910,109
Distribution expense payable 840,000
Income taxes payable 555,042
Accounts payable, accrued expenses and other liabilities 11,01
Total aggregate indebtedness $§ 3416172
Ratio of aggregate indebtedness to net capital A6to1
Statement pursuant to Paragraph (d)(4) of Rule 17&-5:
Reconciliation with Company's computation included in Part If of
Form X-17A-5 as of December 31, 2007:
Net capital as reported in the Company's Part 1l unaudited
FOCUS report: $ 7,987,674
Audit adjustment related to income taxes payable (325,112)
Nonallowable shareholder services expense
reimbursement receivable (156,765)
Net capital, per above ___75(_1197__

12




Keeley Investment Corp.

Computation for Determination of Reserve Requirements
Under Rule 15¢3-3
December 34, 2007 Schedule I

None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph {k)(2)(ii)
thereof.

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3
December 31, 2007 Schedule lll

None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph {(K)(2)(i7)
thereof.

13



McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report on Internal Controi

To the Board of Directors and Stockholders
Keeley Investment Corp.
Chicago, lllincis

In planning and performing our audit of the financial statements of Keeley Investment Corp. (the Company) 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 Company’s intemal control over financial reporting (interal control) as a basis
for designing our audit procedures for the purpose of expressing our opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the Company's internaf conrot. 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 activilies 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 indebtedness 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 security accounts for customers or perform cuslodial 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
Regutation T of the Board of Govemors of the Federal Reserve System

In addition, as required by Regulation 1.16 of the Commodity Futures Trading Commission (‘CFTC")}, we have made
a study of the practices and procedures followed by the Company, including consideration of control activities for
safeguarding customer and firm assets. This study includes lests of such practices and procedures that we
considered relevant to the objectives stated in Regulation 1.16 in making the periodic computations of minimum
financial requirements pursuant to Regulation 1.17. Because the Company does not carry customers, we did not
review the practices and procedures followed by the Company in any of the following:

(1) The daily computations of the segregation requirements of Section 4d(a)(2) of the Commodity Exchange Act
and the regulations thereunder, and the segregation of funds based upon such computations

(2) The daily computations of the foreign futures and foreign options secured amount requirements pursuant to
Regulation 30.7 of the CFTC

14
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The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding two paragraphs. 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 paragraphs and fo assess whether those practices and procedures can be
expected lo achieve the SEC's and CFTC's above-mentioned objectives. Two of the abjectives 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)
and Regulation 1.16(d)(2) list additional objectives of the practices and procedures listed in the preceding
paragraphs.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or fraud
may occur and nol be detected. Also, projection of any evaluation of them to future periods is subject to the risk that
they may become inadequale because of changes in condilions 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 a 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 likefihood 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 malerial weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote fikelihood that is a material misstatement of the financial statements will not be prevented or detected by the
entity's internal contral.

Our consideration of internal control was for the limited purpose described in the first, second and third paragraphs
and would not necessarily identify all deficiencies in internal control that might be material weaknesses. We did not
identify any deficiencies in intemal control and contro! aclivities for safeguarding securities and certain regulated
commodity customer and firm assts 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 and third
paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in accordance with
the Securities Exchange Acl of 1934, the Commeodity Exchange Act, 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 and third paragraphs of this report, were adequate at December 31, 2007, to meet the
SEC's and CFTC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the CFTC,
the Financial Industry Regulatory Authority, the Chicago Stock Exchange, the National Futures Association and other
regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 and Regulation 1.16(d) of
the CFTC in their regulation of registered broker-dealers and introducing brokers, and is not intended to be and
should not be used by anyone other than these specified parties.

%c%///of&m/ Lo

Chicago, lllinois
February 27, 2008

: END




