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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member of

EquiLend LLC

We have audited the accompanying statement of financial condition of EquiLend LLC the Company as of December 31

2011 and the related statements of operations changes in members equity and cash flows for the year then ended that you

are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 These financial statements are the

responsibility of the Companys 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 established

by the American Institute of Certified Public Accountants Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free of material misstatement An audit includes

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 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial position of

EquiLend LLC as of December 31 2011 and the results of its operations and its cash flows for the year then ended in

conformity with accounting principles generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole The supplementary

information contained in Schedules and II required by Rule 7a-5 under the Securities Exchange Act of 1934 is presented

for purposes of additional analysis and is not required part of the financial statements Such supplementary information is

the responsibility of management and was derived from and relates directly to the underlying accounting and other records

used to prepare the financial statements The information has been subjected to the auditing procedures applied in the audit

of the financial statements and certain additional procedures These additional procedures included comparing and

reconciling the information directly to the underlying accounting and other records used to prepare the financial statements or

to the financial statements themselves and other additional procedures in accordance with auditing standards generally

accepted in the United States of America established by the American Institute of Certified Public Accountants In our

opinion the supplementary information is fairly stated in all material respects in relation to the financial statements as

whole

New York New York

February 23 2012

Grant Thornton LLP

U.S member hrm of Grant Thornton Internationa Ltd



EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Statement of Financial Condition

December 31 2011

ASSETS

Investments 2929088

Accounts receivable 1766917

Due from affiliates 570399

Cash 262033

Total assets 5528437

LIABILITIES AND MEMBERS EQUITY

LIABILITIES

Deferred revenue 206935

Due to affiliate 7730

Total liabilities 214665

MEMBERS EQUITY

Members contributions 14200000

Accumulated deficit 8886228

Total members equity 5313772

Total liabilities and members equity 5528437

The accompanying notes are an integral part of this statement
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EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Statement of Operations
Year ended December 31 2011

REVENUES

User fees 17196034

Brokerage fees 1977584

Integration fees 146876

Interest income and other 18489

Total revenues 19338983

EXPENSES

Employee compensation and benefits 7999068

Technology and communications 3970333

Service fee 1779792

Professional services 958389

Office general and administrative 920261

Occupancy 268887

Total expenses 15896730

Net income 3442253

The accompanying notes are an integral part of this statement
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EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Statement of Changes in Members Equity
Year ended December 31 2011

Members Accumulated

Contributions Deficit Total

MembersequityatDecernber3l2010 19200000 12328481 6871519

Distributions 5000000 5000000

Net income 3442253 3442253

Members equity at December 31 2011 14200000 8886228 5313772

The accompanying notes are an integral part of this statement
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EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Statement of Cash Flows

Year ended December 31 2011

CASH FLOWS FROM OPERATING ACTIVITIES

Net income 3442253

Adjustments to reconcile net income to net cash used in

operating activities

Increase in accounts receivable 808215
Decrease in due to affiliates net 2003338
Decrease in deferred revenue 391301
Decrease in other liabilities 250000

Net cash used in operating activities 10601

CASH FLOWS FROM INVESTING ACTIVITIES

Sale of short term investments 4941912

Net cash provided by investing activities 4941912

CASH FLOWS FROM FINANCING ACTIVITIES

Capital distributions 5000000

Net cash used in fmancing activities 5000000

Net decrease in cash 68689

Cash at beginning of year 330722

Cash at end of year 262033

The accompanying notes are an integral part of this statement
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Financial Statements
December 31 2011

ORGANIZATION AND DESCRIPTION OF BUSINESS

EquiLend LLC the Company Delaware limited liability company was formed in 2001 In 2002 the

Company was approved as broker-dealer registered with the Securities and Exchange Commission

SEC and as member of the National Association of Securities Dealers NASD and commenced

operations In 2008 the NASD was consolidated into the Financial Industry Regulatory Authority

FINRA The Company is member of FINRA

EquiLend Holdings LLC the Parent has developed global platform the Platform for the automation

and negotiation of securities fmancing transactions between securities lenders and borrowers The

Company through service agreement with the Parent offers services to users through the Platform along

with the Companys affiliates EquiLend Europe Limited EquiLend Canada Corp and EquiLend Asia

Limited the Affiliates The Company and the Affiliates are wholly owned subsidiaries of the Parent

The Company maintains an office in New York

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and

reported amounts of revenue and expenses during the reporting period Actual results could differ from

those estimates

Cash

The Company has cash held by major financial institutions which are insured by the Federal Deposit

Insurance Corporation FDIC at up to $250000 per legal entity As of December 31 2011 the cash

balance held at the financial institution exceeded the Federally insured amount by $12033

Investments

Investments include investments in short term bond funds and U.S dollar denominated money market

funds All investments are carried at fair value

Revenue Recognition

The Company earns user fees from facilitating securities lending and borrowing transactions on the

Platform User fees are earned over the period the services are performed In addition the Company

collects and remits revenue on behalf of the Affiliates User fees received in advance are recorded as

deferred revenue on the Statement of Financial Condition and recognized over the period to which the fees

relate generally three months Integration fees include services for technical and business integration

testing and training for new users and are recognized over the term of the relative user agreement generally

one year
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Financial Statements

December 31 2011

Brokerage fees represent transaction fees earned from the Affiliates for the facilitation of securities lending

and borrowing transactions executed by the users of the Affiliates Such brokerage fees are earned in the

month for which services are performed for the Affiliates

Taxes

The Company is limited liability company which is taxed as partnership Accordingly the taxable

income or loss of the Company is included in the UBT tax return of the Parent The Company and the

Parent are both subject to UBT At December 31 2011 the Company had UBT net loss
carryover

of

approximately $9.0 million The net loss
carryover

is the primary driver of net deferred tax asset of

approximately $358725 At the present time the Company believes it is more likely than not that the

deferred tax asset will not be recognized Accordingly the Company has provided reserve for uncertain

tax positions of $358725 on the deferred tax asset so that no deferred tax asset has been reflected in the

statement of financial condition

The UBT net loss carryover expires in the years 2022 to 2026

The Company adopted the provisions for accounting for uncertain tax positions As required by the

uncertain tax position accounting standards the Company recognizes the financial statement benefit of tax

position only after determining that the relevant tax authority would more likely than not sustain the

position following an audit At the adoption date the Company did not have any material uncertain tax

positions for which the statute of limitations remained open As of December 31 2011 the Company has

recorded reserve for uncertain tax positions of $358725 for which the statute of limitations remains open
With limited exceptions the statute of limitations is closed for tax years prior to 2008 The Company does

not believe that it is reasonably possible that the total amount of the unrecognized tax benefits will change

significantly in the next 12 months The Company has not recognized penalties and interest related to the

unrecognized benefits

Fair Value of Financial Instruments

The Company adopted the guidance issued by the Financial Accounting Standards Board FASB to

establish accounting and reporting standards related to fair value measurements This guidance requires the

disclosure of fair value of financial instruments including assets and liabilities recognized in the Statement

of Financial Condition 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 The fair value

hierarchy gives the highest priority to quoted prices unadjusted in active markets for identical assets or

liabilities Level and the lowest priority to unobservable inputs Level

The three levels of the fair value hierarchy are described below

Level quoted prices unadjusted in active markets for identical assets or liabilities that the reporting

entity has the ability to access at the measurement date

Level inputs other than quoted prices included within Level that are observable for the asset or

liability either directly or indirectly i.e quoted prices for similar assets or liabilities in active

markets
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Financial Statements

December 31 2011

Level unobservable inputs for the asset or liability Unobservable inputs shall be used to measure

fair value to the extent that observable inputs are not available thereby allowing for situations

in which there is little if any market activity for the asset or liability at the measurement date

NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission SEC Uniform Net Capital Rule

the Rule which requires the maintenance of minimum net capital The Company has elected to use the

basic method permitted by the Rule which requires that the Company maintain net capital equal to the

greater of $5000 or 6-2/3% of aggregate indebtedness as defined At December 31 2011 the Company
had net capital of $2655371 which was $2641059 in excess of its required net capital of$14312 The

ratio of aggregate indebtedness to net capital was 0.08 to

The Company is exempt from SEC Rule 15c3-3 under paragraph k2i of the Rule as it does not hold

customer funds or safekeep customer securities

RELATED PARTIES

All of the Companys revenue from user fees with the exception of $8232247 was earned from members

or affiliates of members of the Parent Deferred revenue includes user fees paid in advance of $52500 from

members or affiliates of members of the Parent Accounts receivable included $35068 owed to the

Company by members or affiliates of members of the Parent

The Company has entered into Securities Service Agreement the Agreement with its Affiliates under

which the Company performs services including the facilitation of securities lending and borrowing

transactions on behalf of the Affiliates Such revenues total $1977584 for the year ended December 31
2011 Also under the Agreement the Company acts as billing agent

for user fees on behalf of the

Affiliates User fees are allocated to the Affiliates when the Affiliates are designated as the operating entity

in the underlying user agreement between the Company the Affiliates and the user As of December 31

2011 the Company owed an Affiliate $7730 and was owed $570399 from the Affiliates

For the year ended December 31 2011 interest income of $279 was earned from money market fund for

which an affiliate of one of the members of the Parent provided investment advisory services Investments

consist of $2929088 invested in money market fund and short term bond fund with an affiliate of

member of the Parent Cash consists of $262033 in bank account with an affiliate of member of the

Parent

The Company has entered mto services agreement with the Parent the Services Agreement under

which the Parent allocates substantially all operating costs to the Company Such expenses totaled

$14116938 for the
year

ended December 31 2011 The Parent also allocated service fees of$l779792 to

the Company under the Services Agreement for use of the Platform developed by the Parent The Company
reimburses the Parent for allocated expenses and service fees on monthly basis As of December 31

2011 the Company does not have liability to the Parent
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Financial Statements
December 31 2011

FAIR VALUE

As required by FASB guidance investments are classified within the level of the lowest significant input

considered in determining fair value The following table sets forth information about the level within the

fair value hierarchy at which the Companys investments are measured as of December 31 2011

Financial Assets at Fair Value

December 31

Description Level Level Level 2011

Money market fund 909832 909832

Short duration bond fimd 2019256 2019256

Total 2929088 2929088

SUBSEQUENT EVE NTS

The Company has evaluated the possibility of subsequent events existing in the Companys financial

statements through the date that the financial statements were available to be issued The Company has

determined that there are no material events that would require disclosure in the financial statements
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Schedule

EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Computation of Net Capital Pursuant to Uniform

Net Capital Rule 15c3-1 of the Securities and Exchange Commission

December 31 2011

Computation of net capital

Total members equity 5313772

Deductions andlor charges

Nonallowable assets

Accounts receivable 1766917

Due from affiliates 570399

Total nonallowable assets 2337316

Tentative net capital 2976456

Haircuts on securities money market fund 321085

Net capital 2655371

Aggregate indebtedness

Items included in the statement of financial condition

Defened revenue 206935

Due to affiliates 7730

Total aggregate indebtedness 214665

Computation of basic net capital requirement

Minimum net capital required the greater of $5000 or

6-2/3% of aggregate indebtedness 14312

Excess net capital 2641059

Ratio of aggregate indebtedness to net capital 0.08

There are no material differences between the amounts presented above and the amounts reported in the

Companys unaudited Form X-17A-5 Part hA FOCUS filed as of December 31 2011
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Schedule II

EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Computation for Determination of Reserve Requirements and

Information Relating to Possession or Control Requirements Pursuant to

SEC Rule 15c3-3 of the Securities and Exchange Commission

December 31 2011

The Company is exempt from Securities and Exchange Commission Rule 15c3-3 under paragraph k2i of that

rule
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member of

EquiLend LLC

We have audited the accompanying statement of financial condition of EquiLend LLC the Company as of

December 31 2011 that you are filing pursuant to Rule la-S under the Securities Exchange Act of 1934 This

financial statement is the responsibility of the Companys management Our responsibility is to express an

opinion on this fmancial statement based on our audit

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

established by the American Institute of Certified Public Accountants 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 fmancial 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 financial statement 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 EquiLend LLC as of December 31 2011 in conformity with accounting principles generally

accepted in the United States of America

New York New York

February 23 2012

Grant Thornton LLP

U.S member hrm of Grant Thornton International Ltd



EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Statement of Financial Condition

December 31 2011

ASSETS

Investments 2929088

Accounts receivable 1766917

Due from affiliates 570399

Cash 262033

Total assets 5528437

LIABILITIES AND MEMBERS EQUITY

LIABILITIES

Deferred revenue 206935

Due to affiliate 7730

Total liabilities 214665

MEMBERS EQUITY

Members contributions 14200000

Accumulated deficit 8886228

Total members equity 5313772

Total liabilities and members equity 5528437

The accompanying notes are an integral part of this statement
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Statements of Financial Condition

December 31 2011

ORGANIZATION AND DESCRIPTION OF BUSINESS

EquiLend LLC the Company Delaware limited liability company was formed in 2001 In 2002 the

Company was approved as broker-dealer registered with the Securities and Exchange Commission

SEC and as member of the National Association of Securities Dealers NASD and commenced

operations In 2008 the NASD was consolidated into the Financial Industry Regulatory Authority

F1NRA The Company is member of FJNRA

EquiLend Holdings LLC the Parent has developed global platform the Platform for the automation

and negotiation of securities financing transactions between securities lenders and borrowers The

Company through service agreement with the Parent offers services to users through the Platform along

with the Companys affiliates EquiLend Europe Limited EquiLend Canada Corp and EquiLend Asia

Limited the Affiliates The Company and the Affiliates are wholly owned subsidiaries of the Parent

The Company maintains an office in New York

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and

reported amounts of revenue and expenses during the reporting period Actual results could differ from

those estimates

Cash

The Company has cash held by major financial institutions which are insured by the Federal Deposit

Insurance Corporation FDIC at up to $250000 per legal entity As of December 31 2011 the cash

balance held at the financial institution exceeded the Federally insured amount by $12033

Investments

Investments include investments in short term bond funds and U.S dollar denominated money market

funds All investments are carried at fair value

Revenue Recognition

The Company earns user fees from facilitating securities lending and borrowing transactions on the

Platform User fees are earned over the period the services are performed In addition the Company

collects and remits revenue on behalf of the Affiliates User fees received in advance are recorded as

deferred revenue on the Statement of Financial Condition and recognized over the period to which the fees

relate generally three months Integration fees include services for technical and business integration

testing and training for new users and are recognized over the term of the relative user agreement generally

one year
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EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Notes to Statements of Financial Condition

December 31 2011

Brokerage fees represent transaction fees earned from the Affiliates for the facilitation of securities lending

and borrowing transactions executed by the users of the Affiliates Such brokerage fees are earned in the

month for which services are performed for the Affiliates

Taxes

The Company is limited liability company which is taxed as partnership Accordingly the taxable

income or loss of the Company is included in the UBT tax return of the Parent The Company and the

Parent are both subject to UBT At December 31 2011 the Company had UBT net loss carryover of

approximately $9.0 million The net loss
carryover

is the primary driver of net deferred tax asset of

approximately $358725 At the present time the Company believes it is more likely than not that the

deferred tax asset will not be recognized Accordingly the Company has provided reserve for uncertain

tax positions of $358725 on the deferred tax asset so that no deferred tax asset has been reflected in the

statement of financial condition

The UBT net loss carryover expires in the
years

2022 to 2026

The Company adopted the provisions for accounting for uncertain tax positions As required by the

uncertain tax position accounting standards the Company recognizes the financial statement benefit of tax

position only after determining that the relevant tax authority would more likely than not sustain the

position following an audit At the adoption date the Company did not have any material uncertain tax

positions for which the statute of limitations remained open As of December 31 2011 the Company has

recorded reserve for uncertain tax positions of $358725 for which the statute of limitations remains open

With limited exceptions the statute of limitations is closed for tax years prior to 2008 The Company does

not believe that it is reasonably possible that the total amount of the unrecognized tax benefits will change

significantly in the next 12 months The Company has not recognized penalties and interest related to the

unrecognized benefits

Fair Value of Financial Instruments

The Company adopted the guidance issued by the Financial Accounting Standards Board FASB to

establish accounting and reporting standards related to fair value measurements This guidance requires the

disclosure of fair value of fmancial instruments including assets and liabilities recognized in the Statement

of Financial Condition 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 The fair value

hierarchy gives the highest priority to quoted prices unadjusted in active markets for identical assets or

liabilities Level and the lowest priority to unobservable inputs Level

The three levels of the fair value hierarchy are described below

Level inputs quoted prices unadjusted in active markets for identical assets or liabilities that the

reporting entity has the ability to access at the measurement date

Level inputs inputs other than quoted prices included within Level that are observable for the

asset or liability either directly or indirectly i.e quoted prices for similar assets or liabilities

in active markets
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EQUILEND LLC
wholly owned subsidiary of EquiLend Holdings LLC

Notes to Statements of Financial Condition

December 31 2011

Level inputs unobservable inputs for the asset or liability Unobservable inputs shall be used to

measure fair value to the extent that observable inputs are not available thereby allowing for

situations in which there is little if any market activity for the asset or liability at the

measurement date

NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission SEC Uniform Net Capital Rule

the Rule which requires the maintenance of minimum net capital The Company has elected to use the

basic method permitted by the Rule which requires that the Company maintain net capital equal to the

greater of $5000 or 2/3% of aggregate indebtedness as defined At December 31 2011 the Company

had net capital of $2655371 which was $2641059 in excess of its required net capital of $14312 The

ratio of aggregate indebtedness to net capital was 0.65 to

The Company is exempt from SEC Rule 15c3-3 under paragraph k2i of the Rule as it does not hold

customer funds or safekeep customer securities

RELATED PARTIES

Deferred revenue includes user fees paid in advance of $52500 from members or affiliates of members of

the Parent Accounts receivable included $35068 owed to the Company by members or affiliates of

members of the Parent

The Company has entered into Securities Service Agreement the Agreement with its Affiliates under

which the Company performs services including the facilitation of securities lending and borrowing

transactions on behalf of the Affiliates Also under the Agreement the Company acts as billing agent for

user fees on behalf of the Affiliates User fees are allocated to the Affiliates when the Affiliates are

designated as the operating entity in the underlying user agreement between the Company the Affiliates

and the user As at December 31 2011 the Company owed an Affiliate $7730 and was owed $570399

from the Affiliates

Investments consist of $2929088 invested in money market fund and short term bond fund with an

affiliate of member of the Parent Cash consists of $262033 in bank account with an affiliate of

member of the Parent

The Company has entered into services agreement with the Parent the Services Agreement under

which the Parent allocates substantially all operating costs to the Company The Parent also allocates

certain expenses to the Company under the Services Agreement for use of the Platform developed by the

Parent The Company reimburses the Parent for allocated expenses and service fees on monthly basis As

at December 31 2011 the Company does not have liability to the Parent
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EQUILEND LLC

wholly owned subsidiary of EquiLend Holdings LLC
Notes to Statements of Financial Condition

December 31 2011

FAIR VALUE

As required by FASB guidance investments are classified within the level of the lowest significant input

considered in determining fair value The following table sets forth information about the level within the

fair value hierarchy at which the Companys investments are measured at as of December 31 2011

Financial Assets at Fair Value

December 31

Description Level Level Level 2011

Money market fund 909832 909832

Short duration bond fund 2019256 2019256

Total 2929088 2929088

SUBSEQUENT EVENTS

The Company has evaluated the possibility of subsequent events existing in the Companys financial

statements through the date that the financial statements were available to be issued The Company has

determined that there are no material events that would require disclosure in the financial statements
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMS SUPPLEMENTARY

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5g1

To the Member of

EquiLend LLC

In planning and performing our audit of the financial statements of EquiLend LLC the Company as of and for

the year ended December 31 2011 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 such practices and procedures that we considered relevant to

the objectives stated in Rule 7a-5g in making the periodic computations of aggregate indebtedness and net

capital under Rule 17a-3ai and for determining compliance with the exemptive provisions of Rule 15c3-3

Because the Company does not carry securities accounts for customers or perform custodial functions relating to

customer securities we did not review the practices and procedures followed by the Company in any of the

following

Making quarterly securities examinations counts verifications and comparisons and 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 l3oard of Governors of the Federal Reserve System

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
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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

deficiency in internal control 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 and correct

misstatements on timely basis signfIcant deficiency is deficiency or combination of deficiencies in

intemal 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

identif any deficiencies in internal control and control activities for safeguarding securities that we consider to be
material weaknesses as defined previously

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 2011 to meet the SECs objectives

This report is intended solely for the information and use of the member of the Company management the SEC
the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 17a-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
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