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KPMG LLP

345 Park Avenue

New York NY 10154-0102

Report of Independent Registered Public Accounting Firm

Members of the Board of Directors

BNY Mellon Capital Markets LLC

We have audited the accompanying statement of financial condition of BNY Mellon Capital Markets LLC

the Company as of December 31 2010 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 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 fmancial 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 BNY Mellon Capital Markets LLC as of December.3 2010 in

conformity with U.S generally accepted accounting principles

WI

February 25 2011

KPMG LLP is Delaware limited liability partnership

the US member firm of KPMG International Cooperative

KPMG lnternationall Swiss entity



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Statement of Financial Condition

December 31 2010

Assets

Cash 1299935

Cash segregated for regulatory purposes
5000000

Receivable frombroker-dealers 392776215

Securities owned at fair value note 1003497240

Derivative assets note 10 18035641

Fees receivable 6517819

Interest receivable 9495556

Receivable from affiliates 453498

Furniture equipment and leasehold improvements at cost net of accumulated

depreciation and amortization of $1340775 685743

Goodwill 35180721

Other assets
2561070

Total assets 1475503438

Liabifities and Members Equity

Liabilities

Securities sold under agreements to repurchase note 391000000

Securities sold not yet purchased at fair value 542820626

Derivative liabilities note 10 20092831

Short term borrowings note 80000000

Payable to parent note 4618607

Payable to broker-dealers
40563092

Payable to customers 3375971

Interest payable
4806357

Accrued compensation and other expenses 12619078

Deferred tax liability note 13 5385238

Other liabilities 1154091

Total liabilities 1106435891

Subordinated liabilities note 11 50000000

Managing members equity
100

Members equity
319067447

Total members equity 319067547

Total liabilities and members equity 1475503438

See accompanying notes to statement of financial condition



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Organization

BNY Mellon Capital Markets LLC the Company is Wholly Owned Subsidiary of BNY Mellon

the Parent The Company is registered broker-dealer with the Securities and Exchange Commission

the SEC and is member of the Financial Industry Regulatory Authority the FINRA The Company is

also member of the Municipal Securities Rule Making Board and the Securities Investor Protection

Corporation and the National Association of Securities Dealers Automated Quotations the NASDAQ
The Company has been authorized by the Federal Reserve Board the Board to underwrite and deal in all

types of debt and equity securities

The Company provides wide range of financial services Its businesses include securities underwriting
distribution and trading The Company conducts trading activity with its customers on both principal and

agency basis Securities products offered and sold by the Company are not insured by the Federal Deposit

Insurance Corporation are not deposits or other obligations of the Parent are not guaranteed by the Parent
and are subject to investment risks including the possibility of loss of principal invested

The Company clears all its transactions through an affiliate broker-dealer on fully disclosed basis except
for mortgage backed securities Mortgage Backed Securities are cleared by the Company

Summary of Signfficant Accounting Policies

Use ofEstimates

The preparation of the statement of fmancial condition in conformity with accounting principles

generally accepted in the United States requires management to make estimates and assumptions that

affect amounts reported in the statement of financial condition and accompanying notes

Management believes that the estimates utilized in the statement of fmancial condition are

reasonable Actual results could differ from these estimates Current market conditions increase the

risk and complexity of the judgments in these estimates

Principal Transactions

Securities transactions and related revenues and expenses are recorded on trade date basis

Securities owned and securities sold not yet purchased including derivative contracts held for

trading purposes are stated at fair value with related changes in unrealized appreciation or

depreciation reflected in principal transactions on the statement of income Fair value is generally

based on listed market prices If listed market prices are not available fair value is determined based

on other relevant factors including broker or dealer price quotations

Securities sold not yet purchased represent obligations to deliver specified securities at

predetermined prices The Company is obligated to acquire the securities sold not yet purchased at

prevailing market prices in the future to satisfy these obligations

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Fair value is defmed under Financial Accounting Standards Board FASB Accounting Standards

Codification ASC Topic 820 Fair Value Measurements and Disclosures as 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 It establishes hierarchy of inputs for measuring value

Level inputs Unadjusted quoted prices at the measurement date in active accessible markets

for identical assets or liabilities

Level inputs Quoted prices in inactive markets for identical instruments quoted prices in active

markets for similar instruments other observable inputs interest rates and yield

curves or other inputs derived from/corroborated by observable market date

Level inputs Best information available when no observable market activity for the asset or

liability exists at the measurement date

In valuing its positions the Company uses listed market prices for exchange traded securities and

prices quoted by independent brokers and dealers for U.S government and other over-the-counter

securities

Securities Purchased under Agreements to Resell and Securities Sold under Agreements of

Repurchase

Securities purchased under agreements to resell and securities sold under agreements to repurchase

are treated as collateralized financing transactions and are carried at amounts at which the securities

will be subsequently resold or repurchased plus accrued interest It is the Companys policy to take

possession or control of securities purchased under agreements to resell The Company is required to

provide securities to counterparties in order to collateralize repurchase agreements The Company

minimizes credit risk associated with these activities by monitoring credit exposure and collateral

values on daily basis and requiring additional collateral to be deposited or returned when deemed

appropriate

In the normal course of business the Company obtains securities under resale agreements on terms

which permit it to repledge or resell the securities to others

Interest is accrued on repurchase and resale contract amounts securities borrowed and loaned

transactions and securities owned and is included in accrued interest receivable/payable on the

statement of financial condition

Furniture Equipment andLeasehold Improvements

Furniture equipment and leasehold improvements are carried at cost net of accumulated

depreciation and amortization Furniture and equipment are depreciated using the straight-line

method over the respective useful lives of the asset generally ranging from four to ten years

Leasehold improvements are amortized over the lesser of fifteen years or the term of the lease

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Goodwill

Goodwill is the cost of acquired companies in excess of the fair value of identifiable net assets at

acquisition date In accordance with FASB ASC Topic 350-20 Intangible-Goodwill and Other

goodwill is tested at least annually for impairment An impairment loss is triggered if the estimated

fair value of reporting unit is less than its estimated net book value Such loss is calculated as

difference between the implied fair value of goodwill and its carrying value For the year ended

December 31 2010 no impairment was recorded

Income Taxes

The Company is included in the consolidated federal and combined state and local income tax

returns filed by the Parent In addition the Company files stand-alone tax returns in certain states

including New Jersey Income taxes are calculated as if the Company filed on separate return basis

and the amount of current tax expense or benefit calculated is either remitted to or received from the

Parent pursuant to tax sharing agreement between the Parent and the Company The Company

accounts for income taxes in accordance with FASB ASC Topic 740 Income Taxes which requires

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

valuation allowance which reflects expectations of the extent to which such assets will be realized

Securities Owned and Securities Sold Not Yet Purchased

At December 31 2010 securities owned and securities sold not yet purchased consist of the following at

fair value

Sold not yet

Owned purchased

Corporate debt securities 392233807 318000154

Obligations of the U.S government or its agencies 94482073 198468580

Agency mortgage backed securities 331990024 5878675

State and municipal obligations 79288776 6257049

Auction rate securities 32044337

Certificates of deposit 57421845 2231610

Common stock 16036378 11984558

1003497240 542820626

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Receivable From and Payable to Customers and Broker/Dealers

Receivable from and payable to Customers and BrokeriDealers at December 31 2010 consist of the

following

Receivable Payable

Receivable from/payable to clearing broker 176517523 98254

Securities failed-to-deliver/receive 180288347 3226922

Broker/dealers trade pending settlement 9559 37237916

Receivable from clearing organizations 35960786

392776215 40563092

The Company clears its proprietary and customer transactions with the exception of mortgage backed

securities through an affiliated broker-dealer on fully disclosed basis The amount receivable from the

clearing broker relates to the aforementioned transactions

Receivable from and payable to customers and broker-dealers include amounts due on securities

transactions Securities owned by customers and broker-dealers are held as collateral for the receivable

Such collateral is not reflected in the financial statements

Customers and broker/dealer trades pending settlement represent the contract price of securities to be

delivered or received by the Company Should the counterparty not deliver the securities to the Company

the Company may be required to purchase identical securities on the open market The value of such

securities at December 31 2010 approximates the amounts owed Trades pending settlement at

December 31 2010 were subsequently settled at the contract price without an adverse effect to the

Companys statement of fmancial condition

Receivable from clearing organizations includes assets pledged as collateral for the mortgage backed

securities transactions

Furniture Equipment and Leasehold Improvements

Furniture and office equipment computer equipment and leasehold improvements at cost consist of the

following as of December 31 2010

Furniture and office equipment 1043264

Computer equipment 896058

Leasehold improvements 87196

2026518

Less accumulated depreciation 1340775

Furniture equipment and leasehold improvements net 685743

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Securities Sold under Agreements to Repurchase

At December 31 2010 the Company had pledged securities with an average interest rate of 0.2686% and

market value of $398820001 as collateral for its obligation under securities sold under agreements to

repurchase of $391000000

Short-Term Borrowings

The Company maintains uncommitted lines of credit totaling $175000000 with unrelated financial

institutions In addition the Company maintains an additional uncommitted line of credit with an unrelated

financial institution that does not have maximum principal borrowing amount In each case the lines of

credit are used to fmance the Companys proprietary trading business As of December 31 2010 the

Company has overnight borrowings of $80000000 outstanding with unrelated fmancial institutions under

these lines of credit at weighted average rate of 1.074%

Related-Party Transactions

The Company conducts transactions in the ordinary course of business with the Parent and its affiliates

During the year ended December 31 2010 such transactions included purchases of securities under

agreements to resell portfolio management and deposits The Parent and its affiliates also provide legal

tax data processing and other administrative support services to the Company pursuant to service

agreement between the Company and the Parent and its affiliates

As of December 31 2010 amounts payable to Parent consist of income taxes payable of $505051 and

other payables of $4113556 which consists of expenses incurred on behalf of the Company

In addition the Company had receivables from affiliates totaling $453498 of which $225131 is

unrestricted cash

Employee Benefits

Retirement Benefits

The Parent has defined benefit and defined contribution retirement plans covering substantially all

full-time and eligible part-time employees and other post-retirement plans providing healthcare

benefits for certain retired employees In addition the Parent also administers an Employee Stock

Ownership Plan and an Employee Savings Plan These plans provide additional benefits to certain

employees

Stock Compensation

The Parents Long-Term Incentive Plans provide for the issuance of stock options restricted stock

RSUs and other stock-based awards to employees of the Company The Parents stock options plans

provide for the issuance of stock options at fair market value at the date of grant to officers and

employees of the Company

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

10 Financial Instruments

Fair Value

In accordance with FASB ASC Topic 820 Fair Value Measurements and Disclosures the

Company groups its financial assets and 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

Level primarily consists of securities whose value is based on quoted market prices such as listed

equities Additionally this category also includes U.S government and agency securities for which

the Company typically receives independent external valuation information based on active markets

Level primarily consists of securities whose value is based on quoted prices in inactive markets

quoted prices for similar assets or liabilities in markets that are active and inputs that are observable

or can be corroborated either directly or indirectly for substantially the full term of the security

This category primarily includes mortgage backed securities and corporate debt

Level is comprised of securities whose fair value is estimated based on internally developed

models or methodologies utilizing significant inputs that are unobservable from objective sources

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

2010 are as follows

Assets at fair values as of December 31 2010

Level Level Level Total

Securities owned at fair value

Corporate debt 392233701 392233701

U.S government obligations

or its agencies 94482073 94482073

Agency mortgage backed

securities 331990024 331990024

State and municipal

obligations 79288776 79288776

Auction rate securities 32044443 32044443

Certificates of deposit 57421845 57421845

Common stock 16036378 16036378

Total securities

owned at

fair value 110518451 860934346 32044443 1003497240

Derivative assets at fair value 18035641 18035641

Total fair valued

assets 110518451 878969987 32044443 1021532881

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

Liabifities at fair value as of December 31 2010

Level Level Level Total

Securities sold not yet

purchased at fair value

Corporate debt 318000155 318000155

U.S government

obligations or its

agencies 198468580 198468580

Agency mortgage backed

securities 5878675 5878675

State and municipal

obligations 6257049 6257049

Certificates of deposit 2231609 2231609

Common stock 11984558 11984558

Total securities

owned at

fair value 210453138 332367488 542820626

Derivative liabilities at fair value 20092831 20092831

Total fair valued

liabilities 210453138 352460319 562913457

There were no transfers between Level and Level during 2010

Derivative Instruments

The Company enters into various transactions involving derivatives and other off-balance sheet

fmancial instruments These financial instruments include futures exchange-traded options and

agency mortgage-backed TBAs These derivative instruments are used to manage exposure to market

and interest rate risk and to generate profits from proprietary trading

Futures and mortgage backed TBA securities provide for the delayed delivery of the underlying

instrument As writer of options the Company receives premium in exchange for giving the

counterparty the right to buy or sell the security at future date at contracted price As purchaser

of options the Company pays premium in exchange for the right to buy or sell the security at

future date at contracted price The notional amounts for derivative fmancial instruments express

the dollar volume of the transactions however credit risk is much smaller Futures contracts are

executed on an exchange and cash settlement is made on daily basis for the market movement

Accordingly futures contracts generally have minimal credit risk The credit risk on TBAs and

options is limited to the unrealized fair valuation gains recorded in the statement of financial

condition Market risk is substantially dependent upon the value of the underlying financial

instrument and is affected by market forces such as volatility and changes in interest rates

Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

The following table summarizes the notional amount and credit exposure of derivative instruments at

December 31 2010

Derivative Derivative

Notional value assets liabifities

In millions

Forwards 7327 15374150 16632693

Agency mortgage-backed TBAs

Futures

Treasury futures contracts 14 89453

Options

Treasury options 10 6250

Equity options 181 2655241 3370685

Total derivatives

at fair value 18035641 20092831

Other Fair Values

The fair values of other financial assets and liabilities consisting primarily of receivable from and

payables to broker-dealers and customers reverse repurchase and repurchase agreements and

short-term borrowings are considered to approximate their carrying amounts because they have

limited counterparty credit risk and are short-term replaceable on demand or bear interest at market

rates

Collateral

The Company enters into collateralized reverse repurchase and repurchase agreements and securities

borrowing and lending transactions that may result in credit exposure in the event the counterparty to

the transaction is unable to fulfill its contractual obligations The Company minimizes credit risk

associated with these activities by monitoring counterparty credit exposure and collateral values on

daily basis and requiring additional collateral to be deposited with or returned by the Company when

deemed necessary

11 Liabilities Subordinated to Claims of General Creditors

The borrowings under subordination represent cash subordination agreement with the Parent and its

affiliates At December 31 2010 the Company had outstanding $50000000 subordinated note bearing

interest of Libor 1.50% per annum The note is scheduled to mature February 28 2012

This loan is subordinated to the claims of general creditors FINRA has approved this subordinated loan to

constitute part of the Companys net capital under the Uniform Net Capital Rule The subordinated loan

may be repaid only if after giving effect to such repayment the Company continues to meet its minimum

net capital requirements

10 Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

12 Regulatory Requirements

Cash and Securities Segregated under Federal and Other Regulations

Cash of $5000000 has been segregated in special reserve bank account for the benefit of

customers under Rule 15c3-3 of the SEC

Net Capital Requirement

The Company is subject to the Uniform Net Capital requirements of the SEC under Rule 15c3-1

which requires the maiMenance of minimum net capital The SECs requirements also provide that

equity capital may not be withdrawn or cash dividends paid if certain minimum net capital

requirements are not met The Company computes its net capital in accordance with the alternative

method of this Rule

At December 31 2010 the Company had net capital of $203185037 which was $202935037 in

excess of the amount required to be maintained at that date

In addition the Company performs weekly computations to determine the reserve deposit

requirements under Rule 5c3-3 As of December 31 2010 the Company had $351624 reserve

deposit requirement

Advances to affiliates dividend payments and other equity withdrawals are subject to certain

notification and other provisions of the SEC Uniform Net Capital Rule or other regulatory bodies

Under the clearing arrangement with the clearing broker the Company is required to maintain

certain minimum levels of net capital and comply with other financial ratio requirements At

December 31 2010 the Company was in compliance with all such requirements

13 Income Taxes

The deferred income taxes reflect the tax effects of temporary differences between the financial reporting

and tax bases of assets and liabilities The Company has gross deferred tax asset of $1256851 and

gross deferred tax liability of $6642089 at December 31 2010 The deferred tax asset is primarily

attributable to the federal benefit of state and local taxes The deferred tax liability is primarily attributable

to amortization of goodwill The Company believes that no valuation allowance is necessary as it is more

likely than not that the Company will be able to realize the deferred tax assets

The Company is included in the consolidated federal income tax return and certain combined and unitary

returns of the Parent In addition the Company files stand-alone tax returns in certain states including New

Jersey BNY Mellons federal consolidated income tax returns are closed to examination through 2002

The New York State and New York City return examinations have been completed through 2008 The

Companys New Jersey income tax returns are closed to examination through 2004

11 Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiary of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

14 Financial Instruments with Off-Balance Sheet Risk and Credit Risk

In the normal course of business the Companys activities involve the execution of securities transactions

These activities may expose the Company to off-balance sheet credit risk in the event the counterparty is

unable to fulfill its contracted obligation The Company conducts business with brokers and dealers that

are members of the major securities exchanges The Company monitors the credit standing of such brokers

and dealers

The Companys securities activities are transacted on delivery versus payment basis In delivery versus

payment transactions the Company is exposed to risk of loss in the event of the customers or brokers

inability to meet the terms of their contracts Should the customer or broker fail to perform the Company

may be required to complete the transaction at prevailing market prices Trades pending at December 31

2010 were settled without an adverse effect on the Companys fmancial statements

Subsequent market fluctuations of securities sold but not yet purchased may require purchasing these

securities at prices which differ from values reflected on the statement of fmancial condition Inventory

positions are monitored on daily basis to minimize the risk of loss

The Companys exposure to credit risk can be directly impacted by volatile securities markets which may

impair the ability of counterparties to satisfy their contractual obligations

The Company seeks to control its credit risk through variety of reporting and control procedures and by

applying uniform credit standards maintained for all activities with credit risk

15 Commitments and Contingencies

The Company has obligations under operating leases with unrelated parties The lease agreements have

initial noncancelable terms in excess of one year The space currently leased is not utilized and is being

sub-let

Aggregate annual rentals for office space at December 31 2010 are

Gross Sub-lease Net

rental rental obligation

2011 586636 964045 377409
2012 22800 22800

Total 609436 964045 354609

12 Continued



BNY MELLON CAPITAL MARKETS LLC

Wholly Owned Subsidiaiy of BNY Mellon

Notes to Statement of Financial Condition

December 31 2010

In the ordinary course of business the Company is routinely defendant in or party to number of

pending and potential legal actions including actions brought on behalf of various classes of claimants

and regulatory matters Claims for significant monetary damages are asserted in certain of these actions

and proceedings In regulatory enforcement matters claims for disgorgement and the imposition of

penalties and/or other remedial sanctions are possible Due to the inherent difficulty of predicting
the

outcome of such matters the Company cannot ascertain what the eventual outcome of these matters will

be however based on current knowledge and after consultation with legal counsel the Company does not

believe that judgments or settlements if any arising from pending or potential legal actions or regulatory

matters either individually or in the aggregate will have material adverse effect on the financial position

or liquidity of the Company although they could have material effect on the net income for given

period The Company intends to defend itself vigorously against all of the claims asserted in these legal

actions

As previously disclosed the Company self-disclosed to the SEC in April 2008 that Mellon Financial

Markets LLC placed orders on behalf of issuers to purchase their own Auction Rate Securities ARS and

that the issuers orders had the effect of reducing the clearing rate and prevented failed auctions Certain

state authorities including the Texas State Securities Board Florida Office of Financial Regulation and

the New York Attorney General began investigating these transactions in approximately October 2008

The Company is cooperating fully with the investigations

As previously disclosed the Company entered into letter of Acceptance Waiver and Consent with

FINRA relating to the sale of ARS in April 2009 Two institutional customers not included in F1NRA

settlement filed lawsuits in February and April 2009 and one such customer filed an arbitration proceeding

against the Company in December 2008 alleging misrepresentations and omissions in the sale of ARS

13



KPMG LLP

345 Park Avenue

New York NY 10154-0102

Report of Independent Registered Public Accounting Firm on

Internal Control Required by SEC Rule 17a-5

Members of the Board of Directors

BNY Mellon Capital Markets LLC

In planning and performing our audit of the financial statements of BNY Mellon Capital Markets LLC

the Company as of and for the year ended December 31 2010 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as 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 Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

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-5g in the following

Making the periodic computations of aggregate debits and net capital under Rule 17a-3al and

the reserve required by Rule l5c3-3e

Making the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

Obtaining and maintaining physical possession or control of all fully paid and excess margin

securities of customers as required by Rule 5c3-3

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility
estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs previously 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

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with generally accepted accounting principles Rule 7a-5g lists additional objectives of the

practices and procedures listed in the preceding paragraph

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

14
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control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect misstatements

on timely basis significant deficiency is deficiency or combination of deficiencies in internal

control that is less severe than material weakness yet important enough to merit attention by those

charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not

accomplish such objectives
in all material respects

indicate material inadequacy for such purposes Based

on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2010 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors management the SEC

FINRA and other regulatory agencies that rely on Rule 7a-5g under the Securities Exchange Act of

1934 in their regulation
of registered brokers and dealers and is not intended to be and should not be used

by anyone other than these specified parties

LIP

February 25 2011
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