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OATH OR AFFIRMATION

Joan Niedfeldt swear or affirm that to the best of my knowledge and belief the accompanying

financial statement pertaining to the firm of Wells Fargo Institutional Securities LLC as of December

31 2009 is 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 customer except as follows

None

My Commission Expires Jxnuary 31 2010

This report contains check all applicable boxes

Facing page

Statement of Financial Condition

_____
Statement of Income Loss

_____ Statement of Cash Flows

____
Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

_____
Statement of Changes in Liabilities Subordinated to Claims of Creditors

_____ Computation of Net Capital

____ Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

____
Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital under

Rule 15c3-1 and the Computation for Determination of the Reserve Requirements Under

____
Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with

_____ respect to methods of consolidation

An Oath or Affirmation

____ copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the

date of the previous audit

Public

For conditions of confidential treatment of certain portions of this filing see Section 240.17a5e3
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LCJAE KPMG LIP

4200 Wells Fargo Center

90 South Seventh Street

Minneapolis MN 55402

Report of Independent Registered Public Accounting Firm

The Board of Governors and Member

Wells Fargo Institutional Securities LLC

We have audited the accompanying statement of financial condition of Wells Fargo Institutional Securities

LLC the Company wholly owned subsidiary of Wells Fargo Institutional Funding LLC whose ultimate

parent is Wells Fargo Company as of December 31 2009 that you are filing pursuant to Rule 7a-5

under the Securities Exchange Act of 1934 This statement of financial condition is the responsibility of the

Companys management Our responsibility is to express an opinion on this statement of financial

condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes

consideration of internal control over financial reporting as 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 Companys internal control over financial reporting Accordingly we express no such opinion An

audit also includes examining on test basis evidence supporting the amounts and disclosures in the

statement of financial condition assessing the accounting principles used and significant estimates made

by management as well as evaluating the overall statement of financial condition presentation We believe

that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Wells Fargo Institutional Securities LLC as of December 31 2009 in

conformity with U.S generally accepted accounting principles

February 26 2010

KPMG LLP U.S limited liability partnership is the U.S

member firm of KPMG International Swiss cooperative



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Statement of Financial Condition

December 31 2009

In thousands

Assets

Cash and cash equivalents note 11361

Receivable from brokers dealers and clearing organizations note 1490

Securities owned

Marketable at fair value including $37256 of securities pledged notes and 109042

Not readily marketable at fair value note 2068

Securities purchased under agreements to resell note 195366

Due from affiliates note

Accrued interest receivable 855

Fixed assets net of accumulated depreciation of $243 11

Other assets

Total assets 320202

Liabilities and Members Equity

Liabilities

Payable to brokers dealers and clearing organizations note 24561

Securities sold not yet purchased at market value note 159988

Securities sold under agreements to repurchase note 37301

Accrual for losses on repurchase of auction-rate securities note 34504

Other liabilities and accrued expenses 3808

Total liabilities 260162

Commitments and contingencies note

Members equity
60040

Total liabilities and members equity
320202

See accompanying notes to statement of financial condition



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

Organization and Nature of Operations

Wells Fargo Institutional Securities LLC WFIS is wholly owned subsidiary of Wells Fargo

Institutional Funding LLC WFIF whose ultimate parent
is Wells Fargo Company WFC WFIS

primary activities are institutional securities brokerage fixed income trading and underwriting WFIS is

registered with the Securities and Exchange Commission the SEC as broker/dealer and has branch

offices located in the western United States WFIS clears all transactions on filly disclosed basis through

Wells Fargo Securities LLC WFS an affiliated broker/dealer

Summary of Significant Accounting Policies

Cash and Cash Equivalents

Cash and cash equivalents include cash in banks and money market investments Cash and cash

equivalents exclude amounts segregated under federal or other regulations Cash equivalents are part

of the cash management activities of WFIS

Fair Value ofFinancial Instruments

WFIS securities owned and securities sold not yet purchased are recorded at fair value Fair value is

the price that would be received to sell an asset or paid to transfer liability in an orderly transaction

between market participants at the measurement date

Under FASB Accounting Standards Codification ASC 820 Fair Value Measurements and

Disclosures WFIS categorizes its assets and liabilities that are accounted for at fair value in the

statement of financial condition into fair value hierarchy as defined by ASC 820 The fair value

hierarchy is directly related to the amount of subjectivity associated with the inputs utilized to

determine the fair value of these assets and liabilities See note 10 for further information about the

fair value hierarchy and WFIS assets and liabilities that are accounted for at fair value

Receivable from Brokers/Dealers

Amounts receivable from brokers/dealers consist primarily of the contract value of securities which

have not been delivered as of the date of the statement of financial condition Receivables from

brokers/dealers are recorded on trade-date basis

Securities under Agreement to Resell and Repurchase

Resale and repurchase agreements are carried at contract amounts reflective of the amounts at which

the securities will be subsequently reacquired or resold plus accrued interest WFIS monitors the

contract amounts of resale and repurchase agreements on daily basis with additional collateral

obtained or refunded as necessary

FixedAssets

Furniture and equipment are stated at cost less accumulated depreciation and amortization and are

depreciated using the straight-line method over the estimated useful life of the asset generally

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

three to five years Leasehold improvements are amortized using the straight-line method over the

lesser of the respective lease term or the estimated life of the improvement

Income Taxes

WFIS and WFIF the sole member of WFIS are both wholly owned limited liability companies and

do not file their own income tax returns Instead the results of WFIS operations are included in the

income tax returns of Wells Fargo Credit Inc WEd WFIFs sole member WFIS does not pay

income taxes to WEd does not have tax sharing agreement with WEd and management does not

have the intention of changing these facts Thus WFIS has many attributes of pass-through entity

and income taxes are not presented in its financial statements Due to the lack of tax sharing

agreement provisions associated with uncertain tax positions as defined in FASB ASC 740 Income

Taxes are not applicable

Use of Estimates

The preparation of the statement of financial condition in conformity with U.S 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 statement of financial condition Actual results could differ from such estimates

Receivable from and Payable to Brokers Dealers and Clearing Organizations

Amounts receivable from brokers dealers and clearing organizations
consist of approximately $1.5 million

due from VIES related to settled trades Amounts payable to brokers dealers and clearing organizations

consist of approximately $24.6 million payable to WES related to unsettled trades

Securities Owned and Securities Sold Not Yet Purchased

Marketable securities owned and securities sold not yet purchased consist of trading securities at fair

values are as follows in thousands

Sold not yet

Owned purchased

U.S Government and government agency obligations 90632 159988

Corporate bonds debentures and notes 18410

109042 159988

Securities sold not yet purchased represent obligations of WFIS to deliver the specified security at the

contracted price and thereby create liability to purchase the security in the market at prevailing prices

Accordingly these transactions result in off-balance-sheet risk as WEIS ultimate obligation to satisfy the

sale of securities sold not yet purchased may exceed the amount recognized in the statement of financial

condition

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

Securities not readily marketable per SEC Rule 5c3- include trading securities at fair values consisting

of the following in thousands

Owned

State and municipal obligations 2068

2068

Securities Sold under Agreements to Resell and Repurchase

Resale and repurchase agreements are collateralized primarily with U.S Government or government

agency securities Such agreements provide WFIS with the right to maintain the relationship between the

market value of the collateral and the receivable or payable WFS as clearing agent for WFIS generally

uses Bank of New York to take physical possession of the collateral underlying WFIS resale agreements

WFIS risk with regard to resale agreements is the failure of the counterparty to the transaction to perform

its obligation under the transaction and the balance of the receivable exceeds the market value of the

underlying collateral WFIS risk with regard to repurchase agreements is the failure of the counterparty to

the transaction to perform its obligation under the transaction and the market value of the underlying

collateral exceeds the balance of the corresponding payable WFIS monitors the contract amounts of resale

and repurchase agreements on daily basis with additional collateral obtained or refunded as necessary

At December 31 2009 WFIS has received collateral under resale agreements that it is permitted by

contract or custom to sell or repledge of $182.7 million Of this amount $0.1 million was repledged At

December 31 2009 WFIS has pledged collateral of $37.4 million under repurchase agreements that

counterparties are pennitted by contract or custom to sell or repledge

Related-Party Transactions

In the ordinary course of business WFIS enters into material transactions with other affiliates of WFC

Short-term borrowings from affiliates represent borrowings from Wells Fargo Bank N.A the Bank and

WFC which are primarily used to finance WFIS trading activities Short-term borrowings from the Bank

are collateralized by trading securities and short-term borrowings from WFC are unsecured WFIS pays

interest on these borrowings at interest rates approximating commercial lending rates At December 31

2009 WFIS has no debt outstanding with either the Bank or WFC

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

Commitments and Contingencies

In the normal course of business there are various lawsuits claims and contingencies pending against

WFIS financial position

WFIS entered into Settlement Agreement with the Attorney General of the State of California the CA
AG and reached an agreement in principal

with the State of Washington Department of Financial

Institutions the WA DFI on or about November 18 2009 in resolving pending legal proceedings

concerning the sale of auction-rate securities ARS Under the settlement terms WFIS has agreed to

repurchase ARS from certain eligible customers and communicated the repurchase offer to eligible clients

on or about February 11 2010 WFIS has estimated that it will incur financial loss of $34.5 million in

connection with those repurchases and has established reserve for such amount In addition to the

foregoing matters several purported civil class actions lawsuits arbitrations and customer complaints

relating to the sale of ARS are currently pending against WFIS

Net Capital Requirements

WFIS is subject to the Uniform Net Capital Rule 15c3-1 the Rule under the Securities Exchange Act

of 1934 WFIS has elected to compute net capital under the alternative provisions
of the Rule which

require WFIS to maintain net capital as defined of $250 thousand At December 31 2009 WFIS net

capital was approximately $35.6 million which exceeded the minimum net capital requirement of

$250 thousand by approximately $35.3 million

WFIS is exempt from provisions
of SEC Rule 15c3-3 Customer Protection Reserves and Custody of

Securities Accordingly the Computation for Determination of Reserve Requirements and Information

Relating to Possession and Control Requirements is not required

Employee Benefits

WFIS participates in certain employee benefit plans sponsored by WFC The costs associated with WFIS

employees are allocated to WFIS

WFIS employees are eligible for benefits under WFCs defined contribution 401k Plan Under the

40 1k Plan each eligible employee may contribute up to 25% of their pretax certified compensation

although there may be lower limit for certain highly compensated employees in order to maintain the

qualified status of the 40 1k Plan Eligible employees who complete one year of service are eligible for

matching company contributions which are generally dollar for dollar match up to 6% of an employees

certified compensation The matching contributions generally vest over four years

WFIS also participates in WFCs noncontributory qualified defined benefit retirement plans that cover

substantially all employees The projected benefit obligations and fair value of plan assets relating to only

WFIS employees are not available

Certain WFIS employees participate in various WFC stock-based employee compensation plans which

provide for awards of incentive and nonqualified stock options stock appreciation rights restricted shares

restricted share rights performance awards and stock awards without restrictions Options must have an

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

exercise price at or above fair market value as defined in the plan of the stock at the date of grant and

term of no more than 10 years

10 Fair Value of Assets and Liabilities

ASC 820 Fair Value Measurements and Disclosures defines fair value establishes framework for

measuring fair value in U.S generally accepted accounting principles and expands disclosures about fair

value measurements

Securities owned and securities sold not yet purchased as well as money market fund investments are

recorded at fair value on recurring basis Fair value measurement is based upon quoted prices if

available If quoted prices are not available fair values are measured using independent pricing
models or

other model-based valuation techniques such as the present value future of cash flows adjusted for the

securitys credit rating prepayment assumptions and other factors such as credit loss assumptions

In accordance with ASC 820 WFIS groups its financial assets and financial liabilities measured at fair

value in three levels based on markets in which the assets and liabilities are traded and the reliability of the

assumptions used to determine fair value These levels are

Level 1Valuation is based upon quoted prices for identical instruments traded in active markets

Level Valuation is based upon quoted prices for similar instruments in active markets quoted

prices for identical or similar instruments in markets that are not active and model-based valuation

techniques which all significant assumptions are observable in the market

Level Valuation is generated from model-based techniques that use significant assumptions not

observable in the market These unobservable assumptions reflect WFIS own estimates of

assumptions market participants would use in pricing the asset or liability Valuation techniques

include use of discounted cash flow models option pricing models and similar techniques

Level securities include those traded on the active exchange such as the New York Stock Exchange as

well as U.S Treasury other government and agency mortgage-backed securities that are traded by dealers

or brokers in active over-the-counter markets Level securities include collateralized mortgage

obligations municipal bonds and corporate debt securities Securities classified within Level are

primarily proprietary municipal leases not recently traded and auction rate securities not currently traded

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

The balances of assets and liabilities measured at fair value on recurring basis as of December 31 2009

are as follows in thousands

Description Total Level Level Level

Securities owned 111110 2961 106081 2068

Cash andcash equivalents 11361 11361

Total assets 122471 14322 106081 2068

Securities sold not yet purchased 159988 400 159588

Represents money market fund investments

The changes in Level assets measured at fair value on recurring basis are summarized as follows

in thousands

Securities

Level Assets owned

Beginning balance at January 2009 10183

Total gains or losses realized/unrealized included in

Principal transactions gains losses 3396

Puithases sales issuances and settlements net 5876

Transfer in and/or out of Level3 1157

Ending balance at December31 2009 2068

Net unrealized gains losses included in net loss

for the period relating to assets and liabilities held

atDecember3l2009 134

11 Financial Instruments with Off-Balance-Sheet Risk

WFIS clears all transactions for its customers on fully disclosed basis through WFS Nonetheless WFIS

is liable to the clearing firm for its customers and brokers transactions

Customers are required to complete their transactions on the settlement date generally three business days

after the trade date WFIS is therefore exposed to risk of loss on these transactions in the event of the

customers or brokers inability to meet the terms of their contracts in which case WFIS may have to

purchase or sell financial instruments at prevailing market prices WFIS has established procedures to

reduce this risk by requiring its customers to deposit funds with WFS for certain types of trades

Continued



WELLS FARGO INSTITUTIONAL SECURITIES LLC

Notes to Statement of Financial Condition

December 31 2009

In thousands

WFIS seeks to control the risks associated with its customer activities by requiring customers to maintain

margin collateral in compliance with various regulatory and internal guidelines WFIS monitors required

margin levels daily and pursuant to such guidelines requires customers to deposit additional collateral or

to reduce positions when necessary Market declines could however reduce the value of collateral below

the amount loaned plus accrued interest before the collateral could be sold The impact of unsettled

transactions is not expected to have material effect upon WFIS statement of financial condition

As broker/dealer in securities substantial portions of WFIS transactions are collateralized WFIS

exposure to credit risk associated with the nonperformance in fulfilling contractual obligations pursuant to

securities transactions can be directly impacted by volatile trading markets that may impair customers or

counterparties ability to satisfy their obligations to WFIS WFIS does not believe it has any significant

concentrations of credit risk

In the normal course of business WFIS enters into underwriting commitments Transactions relating to

such underwriting commitments that were open at December 31 2009 have subsequently settled and had

no material effect on WFIS financial statements for the year ended December 31 2009 WFIS enters into

various financial instruments including delayed deliveries mortgage-backed to-be-announced securities

TBAs and securities purchased and sold on when-issued basis when-issued securities These financial

instruments are used to meet the needs of customers conduct trading activities and manage market risks

TBAs and when-issued securities provide for the delayed delivery of the underlying instrument The

contractual or notional amounts related to these financial instruments reflect the volume and activity and

do not reflect the amounts at risk Market risk is substantially dependent upon the value of the underlying

financial instruments and is affected by market forces such as volatility and changes in interest and foreign

exchange rates

12 Subsequent Events

We have evaluated the effects of subsequent events that have occurred subsequent to December 31 2009

and through February 26 2010 which is the date we issued our financial statements During this period

there have been no material events that would require recognition in our 2009 financial statements or

disclosure in the notes to financial statements
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