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OATH OR AFFIRMATION
] JOHN J. MURABITO

best of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of
HAPOALIM SECURITIES USA, INC. , as of

DECEMBER 31 , 20 09 , 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 soley as that of a

, swear (or affirm) that, to the

customer, except as follows:

STEPHANIE L LAZARUS
NOTARY PUBLIC-STATE OF NEW YORK
No. 01LA6212294

Qualified in New York County CHIEF EXECUTIVE OFFICER

My Commission Ex October 13, 2013 Title

Signature \

Notafy Pubiig

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

M (a) Facing page.

M (b) Statement of Financial Condition.

M (c) Statement of Income (Loss).

M (d) Statementof Cash Flows.

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

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

M (g) Computation of Net Capital.

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

O (1) 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 or Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

M (1) An Oath or Affirmation.

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

O (n) A report describing 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 portions of this filing, see section 240.17a-5(e)(3).



Oath or Affirmation

To the best of our knowledge and belief, the accompanying financial statements and
supplemental information pertaining to the firm of Hapoalim Securities USA, Inc. (the
“Company”) at and for the year ended December 31, 2009, are true and correct. Based upon
information available to the undersigned, neither the company nor any principal officer or
director thereof has any proprietary interest in any account classified solely as that of a client.
The financial statements and supplemental information of the Company are made available to all
the Company’s members and allied members of The New York Stock Exchange, Inc.

T L

Steven J. Paraggio
Chief Financial Officer

péd/v“/ Hapoalim Securities USA, Inc.

STEPHANIE L LAZARUS

NOTARY PUBLIC- .STATE OF NEW YORK .
No. 01LA6212294 T M¥eabito

Quailified In New York C°“3"';ms Chief Executive Officer
My Commission Expires October | Hapoalim Securities USA, Inc.
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Independent Auditor’s Report

To the Board of Directors and Stockholder of
Hapoalim Securities USA, Inc.

We have audited the accompanying statement of financial condition of Hapoalim Securities USA,
Inc. as of December 31, 2009, and the related statements of operations, changes in stockholder’s
equity, changes in liabilities subordinated to claims of general creditors, and cash flows for the year
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. 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 plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in circumstances, but not for purposes of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion. ’

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Hapoalim Securities USA, Inc. as of December 31, 2009, 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.

INPACT
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Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplemental information contained in the accompanying schedules 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 of 1.10 of the Commodity Futures Trading Commission.
Such information has been subjected to the auditing procedures applied in our audit 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.

Aetie, oy~

METIS GROUP CERTIFIED PUBLIC ACCOUNTANTS LLC

New York, New York
February 23, 2010



Hapoalim Securities USA, Inc.
Statement of Financial Condition

December 31, 2009
Assets
Cash and cash equivalents $ 211,028
Receivables from brokers and dealers 20,172,943
Securities owned, at fair value 95,342,982
Fixed assets, at cost, less accumulated depreciation
and amortization of $1,738,247 923,478
Due from Parent and affiliates 225,000
Deferred tax assets 2,633,000
Other assets 2,389,230
Total assets $ 121,897,661
Liabilities and stockholder’s equity
Securities sold not yet purchased, at fair value $ 50,485,649
Loan payable to Bank Hapoalim B.M. 25,000,000
Accounts payable, accrued expenses and other liabilities 8,069,120
Due to Parent and affiliates 643,088
84,197,857
Subordinated loan from Parent 10,000,000
Stockholder’s equity:

Common stock, $.01 par value; 100 shares authorized;
10 shares issued and outstanding

Additional paid-in capital 65,611,134

Accumulated deficit (37,911,330)
Total stockholder’s equity 27,699,804
Total liabilities and stockholder’s equity $ 121,897,661

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



Hapoalim Securities USA, Inc.
Statement of Operations
For the Year ended December 31, 2009

Revenues

Firm trading
Brokerage fees
Commissions

Interest

Other income
Total revenues

Expenses

Employee compensation and benefits
Floor brokerage and clearing
Occupancy and equipment

Communications
Professional services

Interest

Other expenses
Total expenses

Income before benefit for income taxes

Benefit for income taxes

Net income

20,444,471
9,160,724
11,591,543
510,250
738,016

42,445,004

30,534,535
3,553,440
1,258,114
2,776,379

972,193
245,638
1,493,201

40,833,500

1,611,504
2,443,000

4,054,504

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



Hapoalim Securities USA, Inc.
Statement of Changes in Stockholder’s Equity
Year ended December 31, 2009

Additional Total
Common Paid-in Accumulated Stockholder’s
Stock Capital Deficit Equity
Balances at December 31, 2008 $ - $65611,134 $ (41,965,834) $ 23,645,300
Net Income - 4,054,504 4,054,504
Balances at December 31,2009 $ - $65611,134 $ (37,911,330) $ 27,699,804

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



Hapoalim Securities USA, Inc.

Statement of Changes in Subordinated Borrowings
For the Year ended December 31, 2009

Balance at December 31, 2008 $ -
Issuance of subordinated loan 10,000,000
Balance at December 31, 2009 $ 10,000,000

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



Hapoalim Securities USA, Inc.
Statement of Cash Flows
For the Year ended December 31, 2009

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash used in operating
activities:
Depreciation and amortization
Deferred tax benefit
Changes in operating assets:
Increase in securities owned
Increase in receivables from brokers and dealers
Decrease in due from Parent and affiliates
Increase in other assets
Changes in operating liabilities:
Increase in securities sold not yet purchased
Increase in due to Parent and affiliates
Increase in accounts payable, accrued expenses and other liabilities

Net cash used in operating activities

Cash flows from investing activities
Purchase of fixed assets
Net cash used in investing activities

Cash flows from financing activities

Proceeds from subordinated loan
Proceeds from line of credit with Bank Hapoalim B.M.

Net cash from financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents at December 31, 2008
Cash and cash equivalents at December 31, 2009

Supplementary disclosures of cash flow information
Cash paid for:

Income tax

Interest

4,054,504

352,019
(2,633,000)

(91,028,716)
(10,205,759)
424,854
(1,075,182)

48,168,649
643,088
2,334,247

(48,965,296)

(432,887)

(432,887)

10,000,000
25,000,000

35,000,000

(14,398,183)

14,609,211

211,028

&P

249,000
246,000

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



Hapoalim Securities USA, Inc.

Notes to Financial Statements
December 31, 2009

1. Description of Business

Hapoalim Securities USA, Inc. (the “Company”) is a wholly-owned subsidiary of Hapoalim
U.S.A. Holding Company, Inc. (“HUSA” or “Parent”) which is an indirect subsidiary of Bank
Hapoalim B.M. (“Hapoalim”), an Israeli publicly owned financial and banking group. Hapoalim
is dually listed on the Tel Aviv and London Stock Exchanges.

In March 2006, the Parent acquired all of the Company’s outstanding shares of common stock
from Investec USA Holdings Corp. (the “Former Parent™) in a transaction accounted for as a

purchase.

The Company is a registered broker-dealer in securities under the Securities Exchange Act of
1934 and is a member of the New York Stock Exchange, Inc. and the Financial Industry
Regulatory Authority (FINRA). Its business includes fixed income, equity and options trading
and brokerage activities.

2. Summary of Significant Accounting Policies

The following is a summary of significant accounting policies applied by the Company in the
preparation of its financial statements. The policies are in conformity with accounting principles
generally accepted in the United States of America (“GAAP”).

Basis of Accounting

The Company operates under the provisions of paragraph (k)(2)(ii) of rule 15¢3-3 of the
Securities and 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
clears 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 all of the accounts of the customers and maintains and
preserves all related books and records as are customarily kept by a clearing broker-dealer. The
Company has agreed to indemnify its clearing broker for certain losses that the clearing broker
may sustain from the transactions introduced by the Company.

Use of Estimates
To prepare financial statements in conformity with GAAP, management must make certain

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 revenues and expenses during the reporting period. Actual results could
differ from those estimates.



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

2. Summary of Significant Accounting Policies (Continued)

Commissions
Proprietary securities transactions, brokerage fees, commissions, and related expenses are

recorded on a trade date basis. Brokerage fees consist of execution fees charged on agency
transactions. Commissions arise from agency transactions effected on behalf of institutional

customers.

Securities Owned
Securities owned are for trading purposes and reported in the statement of financial condition at

fair value. Transactions are recorded on the trade date, as are profit and loss arising from all
securities transactions.

ASC 820 defines fair value as the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the
asset or liability in an orderly transaction between market participants on the measurement
date. The Company determines the fair values of its financial instruments based on the fair
value hierarchy established in ASC 820 which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value.
The standard describes three levels of inputs that may be used to measure fair value.

Level 1  Quoted prices in active markets for identical assets or liabilities. Level 1
assets and liabilities generally include debt and equity securities and derivative
contracts that are traded in an active exchange market, as well as certain U.S. Treasury
securities that are highly liquid and are actively traded in over-the-counter markets.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data for substantially
the full term of the assets or liabilities. Level 2 assets and liabilities include debt
securities with quoted prices that are traded less frequently than exchange-traded
instruments and derivative contracts whose value is determined using a pricing model
with inputs that are observable in the market or can be derived principally from or
corroborated by observable market data. This category generally includes U.S.
Government and agency mortgage-backed debt securities, corporate debt securities,
equity securities with sale restrictions, derivative contracts and residential mortgage

loans held-for-sale.

Level 3 Unobservable inputs that are supported by little or no market activity and
that are significant to the fair value of the assets or liabilities. Level 3 assets and
liabilities include financial instruments whose value is determined using pricing



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

2. Summary of Significant Accounting Policies (Continued)

models, discounted cash flow methodologies, or similar techniques, as well as
instruments for which the determination of fair value requires significant management
judgment or estimation. This category generally includes certain private equity
investments, retained residual interests in securitizations, residential mortgage
servicing rights (MSRs) and highly structured or long-term derivative contracts.

Additionally, the Company did not have any level 3 assets or liabilities that were
measured at fair value on a non-recurring basis at December 31, 2009.

Unrealized gains and losses in fair value are recognized in firm trading revenues in the period in
which changes occurs. Securities sold not yet purchased are carried at fair value.

Foreign denominated Assets and Liabilities

Assets and liabilities denominated in foreign currency are converted to U.S. dollars based on
exchange rates at the statement of financial condition date. Gains or losses from foreign
currency transactions are included in net income.

Depreciation and Amortization
Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets,
which range from 3 to 10 years. Leasehold improvements are amortized over the lesser of the

economic life of the improvement or the term of the lease.

Income Taxes
The Company accounts for income taxes in accordance with ASC 740-10 , “Accounting for

Income Taxes”, which requires the recognition of tax benefits or expenses on the temporary
differences between the financial reporting and the tax basis of assets and liabilities. If
appropriate, deferred tax assets are adjusted by a valuation allowance, which reflects
expectations of the extent to which such assets more likely than not will not be realized.

Cash and Cash Equivalents
The Company considers certain highly liquid investments with initial maturities of three months

or less to be cash equivalents.

Fair Value Measurement
The carrying amounts of the Company’s cash and cash equivalents, accrued expenses and other

liabilities, and receivables from and payables to brokers and dealers approximate their fair values
due to their short-term nature.

10



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

3. Receivables from Brokers and Dealers

The Company had receivables from brokers and dealers relating to the following at December
31, 2009:

Brokerage receivables $ 832,101
Receivable from clearing broker 19,340,842
$ 20,172,943

Receivables from brokers and dealers represent amounts due primarily as a result of the
Company’s trading, commission and brokerage activities.

The Company has agreed to indemnify its clearing broker for certain losses that the clearing
broker may sustain from the transactions introduced by the Company.

4. Securities Owned and Securities Sold Not Yet Purchased

At December 31, 2009, securities owned consist of the following:

Securities

Sold, but not
Securities Yet

Owned Purchased
U.S. Treasuries and Government Securities  $ 58,144,321 $ 31,492,574
Corporate Bonds 21,560,828 16,959,495
Municipal Bonds 7,565,296 -
Equity Derivatives 319,698 655,108
Equities 7,572,613 1,378,472
Hapoalim Certificate of Deposit 180,226 -
$ 95,342,982 $ 50,485,649

11



Hapoalim Securities USA, Inc.
Notes to Financial Statements

December 31, 2009

5. Fair Value Disclosures

Assets and liabilities measured at fair value at December 31, 2009 on recurring basis are

summarized below:

Assets

U.S. Government Agency
Corporate Bonds

Municipal Bonds

Equities

Equity Derivatives

Hapoalim Certificate of Deposit

Total assets

Liabilities

U.S. Government Agency
Corporate Bonds

Equities

Equity Derivatives

Total liabilities

6. Bank line of credit

Level 1 Level 2 Total
$ 58,144,321 $ - 58,144,321
- 21,560,828 21,560,828
- 7,565,296 7,565,296
7,572,613 - 7,572,613
319,698 - 319,698
180,226 - 180,226
$ 66,216,858 $ 29,126,124 95,342,982
$ 31,492,574 $ - 31,492,574
- 16,959,495 16,959,495
1,378,472 - 1,378,472
655,108 - 655,108
$ 33,526,154 $ 16,959,495 50,485,649

On June 29, 2009 the Company entered into an unsecured overdraft facility agreement with
Bank Hapoalim B.M. London Branch totaling $75,000,000. Borrowings bear interest based
on LIBOR plus 25 basis points, paid quarterly, and have a maturity of June 30, 2010. As of

December 31, 2009, $25 million was outstanding on the line of credit. For the year ended
December 31, 2009, interest expense incurred was $64,000.

7. Income Taxes

The Company’s effective tax rate differs from the U.S. federal income tax rate primarily due to
the adjustment to the valuation allowance made in 2009.

The components of income tax expense (benefit) for the year ended December 31, 2009 were as

follows:

12



Hapoalim Securities USA, Inc.

Notes to Financial Statements
December 31, 2009

7. Income Taxes (continued):

Current income tax expense:

Federal $ 128,000
State 62,000
Total current expense $ 190,000
Deferred income tax benefit:

Federal $ (1,330,000)
State (1,303,000)
Total deferred tax benefit $ (2,633,000)
Total Income Tax Benefit $ (2,443,000)

As of December 31, 2009 the gross deferred tax asset amounted to approximately $8.4 million.
A valuation allowance of approximately $5.8 million is recorded on the net deferred tax asset as
it has been determined that currently it is more likely than not that the Company will be unable
to fully utilize this asset. During 2009 deferred tax assets decreased by $0.7 million and the
valuation allowance decreased by $3.3 million. The temporary differences that give rise to the

gross deferred tax asset at December 31, 2009 are as follows:

Deferred tax asset

Tax credits $ 544,000
Accrued liabilities 207,000
Furmniture, equipment and leasehold improvements 151,000
Net operating losses (NOL) 7,532,000
Total deferred tax assets before valuation allowance 8,434,000
Less: Valuation allowance (5,801,000)
Total deferred tax assets after valuation allowance $ 2,633,000

13



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

7. Income Taxes (continued):

The Company has a pre-tax effected federal net operating loss (NOL) carry forward of
approximately $17 million. The NOLs expire between December 31, 2022 and December 31,
2025. Due to limitations in the usage of NOLs subsequent to a change in ownership, the amount
of carryover loss that can be used in any one year is approximately $1.3 million.

The Company and its Parent file a consolidated Federal income tax return (“Consolidated
Tax Return”). Each company is charged its share of income tax based on its income less its
own available NOL. As of December 31, 2009, the Company owes the Parent $168,000 on
account of its share of 2009 income taxes.

The Company is no longer subject to U.S. Federal, state and local tax examinations by tax
authorities for years before 2006.

8. Subordinated Borrowings

On September 17, 2009 the Company entered into a Subordinated Loan agreement with its
Parent totaling $10 million which bears interest based on LIBOR plus 3% paid quarterly,
and has a maturity date of September 30, 2012. As of December 31, 2009, $10 million was
outstanding on the subordinated loan. For the year ended December 31, 2009, interest
expense incurred was approximately $96,000.

This loan is subordinated to the claims of general creditors of the Company and has been
approved as regulatory capital, and accordingly, is included as regulatory capital in
computing the Company’s net capital under the SEC’s uniform Net Capital Rule 15¢3-1. To
the extent that such borrowings are required for the Company’s continued compliance with
minimum net capital requirements, they may not be repaid.

9. Commitments and Contingencies

The Company applies the provisions of ASC 460, Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which
provides accounting and disclosure requirements for certain guarantees. The Company
introduces its customer transactions to a clearing broker with whom it has a correspondent
relationship for execution and clearance in according with the terms of a fully disclosed clearing
agreement. In connection therewith, the Company has agreed to indemnify the clearing broker
for losses that the clearing broker may sustain as a result of the failure of the Company’s
customers to satisfy their obligations in connection with their normal delivery versus payment
transactions. The Company has placed a $250,000 deposit with each of its two clearing
brokers. This deposit is included in the balance sheet in Receivables from Broker Dealers.

14



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

9. Commitments and Contingencies (continued)

The Company is a defendant in lawsuits and other actions incidental to its businesses.
Management of the Company, after consultation with outside legal counsel where appropriate,
believes that the ultimate resolution of these matters will not have a material adverse effect on its

financial condition.

The Former Parent has agreed to indemnify the Company for expenses incurred in connection
with the ultimate resolution of matters which relate to activity prior to the change of ownership.

The Company leases its New York City office space under a non-cancelable operating sublease
expiring in August 2010. Rent expense for the year ended December 31, 2009 was

approximately $560,000.

Future minimum lease payments under the office sublease and equipment operating leases are as
follows:

Year Ending December 31:
2010 $ 336,000

Total $ 336,000

10. Employee Benefit Plans

The Company has a qualified defined contribution profit sharing plan covering substantially all
of its employees. The Company’s contributions to the plan, which are at the discretion of
management, are determined annually but do not exceed the amount permitted under the Internal
Revenue Code as a deductible expense. The Company contributed approximately $92,000 to the
plan during the year ended December 31, 2009. The employees contribute to the 401K in
amounts that do not exceed the maximum permitted by the United States Internal Revenue

Code.

In 2003 and 2004, certain employees of the Company were granted options to purchase stock of
a former related party, Investec plc. Options vest in equal 25% tranches on the second, third,
fourth and fifth anniversaries of the grant date, and exercise is subject to Investec plc achieving
certain financial performance conditions. Total options granted to employees of the Company
had an approximate fair value of $525,000 at the grant dates. Under Accounting Standards
Codification 718-10, “Accounting for Stock Issued to Employees,” no compensation expense
was recognized for the option awards. The Company has a tax only compensation expense
when the options are exercised. For the year ended December 31, 2009 employees exercised
approximately $15,000 of the options. All options have expired at as of December 31, 2009.

15



Hapoalim Securities USA, Inc.
Notes to Financial Statements
December 31, 2009

11. Regulatory Requirements

As a registered broker-dealer, the Company is subject to Rule 15¢3-1 of the Securities Exchange
Act of 1934, and Regulation 1.17 of the Commodity Futures Trading Commission which
specifies uniform minimum net capital requirements for its registrants.

The Company has elected to compute net capital under the basic method, which states that the
broker-dealer must maintain net capital, as defined, equal to the greater of 6 2/3% of aggregate
indebtedness or the minimum dollar requirement of $100,000. At December 31, 2009, the
Company had net capital of approximately $20 million, which exceeded minimum capital
requirements by approximately $18 million.

The Company is exempt from the requirements of Rule 15¢3-3 of the Securities and Exchange
Commission based on Section (k)(2)(ii) of the Rule.

Advances to affiliates, repayment of subordinated liabilities, dividend payments and other equity
withdrawals are subject to certain notification and other provisions of the net capital rule of the

SEC and other regulatory bodies.
12. Transactions with Related Parties

During the year ended December 31, 2009, the Company incurred service fees and other
expenses of $495,000 and earned commissions and other revenues of $4,717,000 from

Hapoalim and affiliates.

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

The Company’s securities activities involve the execution, settlement and financing of various
securities transactions. These activities may expose the Company to risk in the event customers,
other brokers and dealers, banks, depositories or clearing organizations are unable to fulfill their

contractual obligations.

The Company records commission income and expenses on a trade date basis. The Company is
exposed to off-balance sheet risk of loss on unsettled transactions in the event customers and
other counterparties are unable to fulfill their contractual obligations.

16
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Hapoalim Securities USA, Inc.

Schedule I — Computation of Net Capital Pursuant to Rule 15¢3-1
of the Securities and Exchange Commission and Regulation 1.17

of the Commodity Futures Trading Commission

December 31, 2009

Computation of Net Capital
Stockholder’s equity
Liabilities subordinated to claims of general creditors
Total equity and allowable subordinated liabilities
Deductions and/or charges:
Non-allowable assets — see Schedule II
Other deductions and/or charges
Net capital before haircuts on securities positions

Haircut on securities:
Open contractual commitments
Exempt securities
Debt securities
Options
Net capital

Computation of basic net capital requirement

Aggregate indebtedness

Greater of 6 2/3% of aggregate indebtedness or minimum dollar
requirement of reporting broker dealer ($100,000)

Excess net capital

Percentage of aggregate indebtedness to net capital

Reconciliation of net capital and aggregate indebtedness
with Company’s computation included in Part IT of
Form X-17A-5 as of December 31, 2009

27,699,803
10,000,000

37,699,803

6,392,794
150,000

31,157,009

(123,210)
(3,847,112)
(6,558,502)

(248,966)

20,379,119

33,616,195

2,241,080

18,138,039

1.65t01

There are no material differences between the above computation and the corresponding

unaudited Part II FOCUS filed by the Company as of December 31, 2009.
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Hapoalim Securities USA, Inc.
Schedule IT — Assets Deemed Nonallowable
in Computing Net Capital Under Rule 15¢3-1
and Regulation 1.17

As of December 31, 2009

Description of Assets Amount

Due from Parent and affiliates $ 225,000

Fixed assets, net of accumulated depreciation and amortization 923,478

Prepaid expenses 709,764

Accounts receivable and other non-allowable assets 1,901,552

Deferred tax asset 2,633,000
$ 6,392,794
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Hapoalim Securities USA, Inc.
Schedule III — Statement Regarding Rule 15¢3-3
December 31, 2009

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under
paragraph (k)(2)(i1) of that Rule.
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Report on Internal Control Required by CFTC Regulation 1.16 and SEC Rule 17a-5(g)(1)

The Board of Directors and Stockholder of
Hapoalim Securities USA, Inc.

In planning and performing our audit of the financial statements of Hapoalim Securities USA,
Inc. (the “Company”) as of and for the year ended December 31, 2009, in accordance with
auditing standards generally accepted in the United States of America, we considered the
Company's internal control over financial reporting (internal control) as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the Company's internal
control. Accordingly, we do not express an opinion on the effectiveness of the Company's

internal control.

Also, as required by Rule 17a-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 activities for safeguarding securities. This study included tests of
compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits)
and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)

2. Making the quarterly securities examinations, counts, verifications, and
comparisons, and the recordation of differences required by Rule 17a-13

3. 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

4. Obtaining and maintaining physical possession or control of all fully paid and

excess margin securities of customers as required by Rule 15¢3-3

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 included tests of such practices and procedures that we considered relevant to the
objectives stated in Regulation 1.16, in making the following:

............



1. The periodic computations of minimum financial requirements pursuant to
Regulation 1.17

2. 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 on such computations

3. The daily computations of the foreign futures and foreign options secured amount
requirements pursuant to Regulation 30.7 of the CFTC

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding 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 to assess whether those practices and procedures can be expected to
achieve the SEC's and the CFTC's above-mentioned objectives. Two of the objectives of
internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are
executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting
principles. Rule 17a-5(g) and Regulation 1.16(d) list additional objectives of the practices and

procedures listed in the preceding paragraphs.

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

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity's financial statements that is more than inconsequential will not be
prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity's internal control.

Our consideration of 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 internal control and



control activities for safeguarding securities and certain regulated commodity customer and
firm assets 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 Act of 1934, the Commodity
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, 2009, 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, FINRA, New York Stock Exchange, Inc. and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 or
Regulation 1.16 of the CFTC or both in their regulation of registered broker-dealers and futures
commission merchants, and is not intended to be and should not be used by anyone other than

these specified parties.
M / 2 § 2 e

METIS GROUP CERTIFIED PUBLIC ACCOUNTANTS LLC

New York, New York
February 23, 2010
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Independent Accountants’ Report on Applying Agreed-Upon Procedures Related to an
Entity’s SIPC Assessment Reconciliation

To the Board of Directors and Stockholder of
Hapoalim Securities USA, Inc.

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934 , we have
performed the procedures enumerated below with respect to the accompanying Schedule of
Assessment and Payments [Transitional Assessment Reconciliation (Form SIPC-7T)] to the
Securities Investor Protection Corporation (SIPC) for the nine-month period ended December 31,
2009, which were agreed to by Hapoalim Securities USA, Inc. and the Securities and Exchange
Commission, Financial Industry Regulatory Authority, Inc. and SIPC, solely to assist you and
the other specified parties in evaluating Hapoalim Securities USA, Inc.’s compliance with the
applicable instructions of the Transitional Assessment Reconciliation (Form SIPC-7T).
Hapoalim Securities USA, Inc.’s management is responsible for the Hapoalim Securities USA,
Inc.’s compliance with those requirements. This agreed-upon procedures engagement was
conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants. The sufficiency of these procedures is solely the responsibility of
those parties specified in this report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has
been requested or for any other purpose. The procedures we performed and our findings are as
follows:

1. Compared the listed assessment payments in Form SIPC-7T with respective cash
disbursement records entries noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the nine month period
ended December 31, 2009, as applicable, with the amounts reported in Form SIPC-7T for the
nine month period ended December 31, 2009, noting no differences;

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and working
papers noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the
related schedules and working papers supporting the adjustments noting no differences; and

~~~~~~~~~~~~~



5. Compared the amount of any overpayment applied to the current assessment with the Form
SIPC-7T on which it was originally computed noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be
the expression of an opinion on compliance. Accordingly, we do not express such an opinion.
Had we performed additional procedures, other matters might have come to our attention that

would have been reported to you.

This report is intended solely for the information and use of the specified parties listed above and
is not intended to be and should not be used by anyone other than these specified parties.
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METIS GROUP CERTIFIED PUBLIC ACCOUNTANTS LLC

New York, New York
February 23, 2010



