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Wilkens ¢&

INDEPENDENT AUDITORS' REPORT

Board of Directors
Ziv Investment Company

We have audited the accompanying statement of financial condition of Ziv Investment
Company as of December 31, 2011 that you are filing pursuant to rule 17a-5 under the
Securities and Exchange Act of 1934. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement
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 attain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a 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 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 statement of financial condition referred to above pfesents fairly, in all
material respects, the financial position of Ziv Investment Company as of December 31, 2011,
in conformity with accounting principles generally accepted in the United States of America.

b?/%mo fu‘Ma W "; AM&‘? ZZ/

Oak Brook, Illinois
February 15, 2012

1211 West 22nd Street, Suite 110 | Oak Brook, lllinois 60523 | Phone: 708.489.1680 Fax: 847.750.0490 | dscpagroup.com



ZIV INVESTMENT COMPANY
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31,2011

ASSETS

Cash and cash equivalents $ 2,349,488
Raceivable from broker/dealers and

clearing organizations 277,173
Receivable from customers 1,138,615
Securities owned, at fair value 8,241,983
Secured demand notes 875,000
Office furniture and equipment and software, at cost

(net of $272,987 accumulated depreciation) 5,600
Leasehold improvements, at cost (net of

accumulated amortization of $5,930) 10,779
Other assets 22,925

TOTAL ASSETS $ 13,021,563

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES
Payable to customers $ 9,030,403
Accounts payable 75,265
Securities sold, not yet purchased 23,300
Subordinated liabilities 975,000
Total Liabilities $ 10,103,968

SHAREHOLDERS' EQUITY
Common stock, $1 par value; authorized
1,000 shares; issued and outstanding

350 shares $ 350
Additional paid-in capital 109,650
Retained earnings 2,807,595

Total Shareholders' Equity $ 2,917,595
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 13,021,563

The accompanying notes are an integral part of this financial statement,



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31. 2011

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Organization - Ziv Investment Company (the “Company”) was incorporated
under the laws of the state of Delaware on October 29, 1969. The Company is
registered as a broker/dealer with the Securities and Exchange Commission and
is also a member of the Financial Industry Regulatory Authority (FINRA) and
the Chicago Board Options Exchange, Inc. The Company's primary activity is
the sale of securities.

Securities Transactions - Proprietary securities transactions in regular-way
trades are recorded on the trade date, as if they had settled. Profit and loss
arising from all securities transactions entered into for the account and risk of
the Company are recorded on a trade date basis. Customer securities
transactions are reported on a settlement date basis with related commission
income and expenses reported on a trade date basis.

Securities Owned - Securities are recorded at fair value in accordance with
FASB ASC 820, Fair Value Measurements and Disclosures.

Concentrations of Credit Risk - The Company is engaged in various trading and
brokerage activities in which the counterparties primarily include
broker/dealers, banks, other financial institutions and the Company’s own
customers. In the event the counterparties do not fulfill their obligations, the
Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the
Company’s policy to review, as necessary, the credit standing of each

counterparty.

In addition, the Company’s cash is on deposit at one financial institution and the
balance at times may exceed the federally insured limit. The Company believes
it is not exposed to any significant credit risk to cash,

Cash Equivalents - The Company has defined cash equivalents as highly liquid
investments, with original maturities of less than three months that are not held
for sale in the ordinary course of business.

Office Furniture and Equipment and Software - Depreciation is provided for
using the straight-line method over estimated useful lives of three, five and
seven year periods.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Leasehold Improvements - Amortization is provided using the straight-line
method over 39.5 years.

Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Subsequent Events - The Company evaluated all significant events or
transactions that occurred through the audit report date, the date these financial
statements were available to be issued.

NOTE 2 - FAIR VALUE MEASUREMENT

FASB ASC 820 defines fair value, creates a framework for measuring fair
value, and establishes a fair value hierarchy which prioritizes the inputs to
valuation techniques. Fair value is the price that would be received to sell an
asset .or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. A fair value measurement assumes that
the transaction to sell the asset or transfer the liability occurs in the principal
market for the asset or liability or, in the absence of a principal market, the most
advantageous market. Valuation techniques that are consistent with the market,
income or cost approach, as specified by FASB ASC 820, are used to measure
fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value into three broad levels:

e Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities the Company has the ability to access.

¢ Level 2 inputs are inputs (other than quoted prices included within level
1) that are observable for the asset or liability, either directly or
indirectly.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 2 - FAIR VALUE MEASUREMENT - (Continued)

o Level 3 inputs are unobservable inputs for the asset or liability and rely
on management’s own assumptions about the assumptions that market
participants would use in pricing the asset or liability. (The
unobservable inputs should be developed based on the best information
available in the circumstances and may include the Company’s own
data.)

Cash and cash equivalents of $2,349,488 have been valued using Level 1 inputs.

Marketable securities owned and sold, not yet purchased, consisting of trading
and investment securities have also been valued using Level 1 inputs. U.S.
Treasury securities listed below are not considered cash equivalents. At
December 31, 2011, U.S. Treasury securities with a fair value of $652,639 were
being held as a security deposit with a broker/dealer and a securities clearing

organization.
Sold,
Not Yet
. Owned Purchased
U.S. Treasuries $ 6,151,189 $ -0-
Equity Securities 2,090,794 23,300
Totals $ 8,241,983 $ 23,300

No valuation techniques have been applied to any other assets or liabilities
included in the statement of financial condition. Due to the nature of these
items, all have been recorded at their historic value.

NOTE 3 - RECEIVABLE FROM AND PAYABLE TO CUSTOMERS

Accounts receivable from and payable to customers include amounts due on
cash and margin transactions. Securities owned by customers are held as
collateral for receivables.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 4 - INCOME TAXES

The Company has elected S Corporation status for federal income purposes.
Income taxes are, therefore, the responsibility of the Company's individual
shareholders.

The Company accounts for any potential interest or penalties related to possible
future liabilities for unrecognized income tax benefits as interest/other expense.
The Company is no longer subject to examination by tax authorities for federal,
state or local income taxes for periods before 2008.

NOTE 5 - NET CAPITAL REQUIREMENTS

As a registered broker/dealer and member of the Financial Industry Regulatory
Authority, the Company is subject to the Securities and Exchange Commission
Uniform Net Capital Rule (rule 15c3-1), which requires the Company to
maintain the greater of minimum net capital of $250,000 or two percent of
"aggregate debit items," as these terms are defined. Net capital and aggregate
debit items change from day to day, but at December 31, 2011, the Company
had net capital and a net capital requirement of $2,846,946 and $250,000,
respectively.

NOTE 6 - LEASE COMMITMENTS

Operating Leases - The Company has entered into noncancellable leases for
office space, one expiring April 30, 2015 and the other is on a month-to-month
basis. The total expenditures for the leases was $110,233 for the year ended
December 31, 2011, The future minimum lease payments for the lease expiring
April 30, 2015, exclusive of additional payments which may be required for
certain increases in operating and maintenance costs, are as follows:

Year Ended
December 31, Totals
- 2012 : $ 39,911
2013 ' ’ 40,709
2014 41,523
2015 13,932

$ 136,075



21V STMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 7 - CASH AND SECURITIES SEGREGATED UNDER FEDERAL
AND OTHER REGULATIONS

Included in cash and cash equivalents is cash of $1,678,537 which has been
segregated in a special reserve bank account for the benefit of customers under
Rule 15¢3-3 of the Securities and Exchange Commission. Included in securities
owned are U.S, Treasury securities with a market value of $5,498,550 which
also have been segregated in a special reserve bank custodial account for the
benefit of customers under Rule 15¢3-3 of the Securities and Exchange
Commission.

NOTE 8 - RETIREMENT PLAN
The Company terminated its discretionary profit sharing plan, effective
September 15, 2011,

NOTE 9 - LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

The borrowings under subordination agreements at December 31, 2011 are
listed below. The subordinated lender is a shareholder of the Company.

Liabilities Pursuant to Secured Demand
Note Collateral Agreements

0%, due 10-07-12 $ 300,000

2%, due 12-31-12 175,000
4%, due 01-31-14 500,000
Total $ 975,000

The subordinated borrowings are covered by agreements approved by FINRA
and are thus available in computing net capital under the Securities and
Exchange Commission's Uniform Net Capital Rule. To the extent that such
borrowings are required for the Company's continued compliance with
minimum net capital requirements, they may not be repaid.

The subordinated lender forgave current year’s interest of $23,500.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 10 - CLEARING AGREEMENT WITH OFF-BALANCE-SHEET RISK

The Company has entered into an agreement with another broker/dealer
(Clearing Broker/dealer) with an initial three year term, whereby the Company
forwards (introduces) certain customer securities transactions to the Clearing
Broker/dealer, fully disclosing the customer name and other information. The
processing and, if applicable, any financing pertaining to the introduced
securities transactions is performed by the Clearing Broker/dealer. The
customer account is therefore maintained and recorded in the books and records
of the Clearing Broker/dealer on the Company’s behalf.  In consideration for
introducing customers to the Clearing Broker/dealer, the Company receives
commissions and other consideration, less the processing and other charges of
the Clearing Broker/dealer. Pursuant to terms of this agreement, the Company
is required to maintain minimum net capital of not less than $100,000 and
maintain minimum coverage on its broker's blanket bond of $300,000. The
Company must also maintain a deposit of $100,000 with the Clearing
Broker/dealer to assure the Company's performance under the agreement. The
agreement may be terminated by either party with 90 days prior written
notification.

Additional provisions of the agreement state that the Company is to be held
responsible for any losses arising when the customers introduced by the
Company to the Clearing Broker/dealer fail to meet their contractual
commitments pertaining to the purchase, sale and possible financing of
securities transactions. The Company may therefore be exposed to off-balance-
sheet risk in the event the customer is unable to fulfill its contracted obligations
and it is necessary for the Clearing Broker/dealer to purchase or sell the
securities at a loss, The Company’s exposure to risk would consist of the
amount of the loss realized and any additional expenses incurred pertaining to
the transaction or other customer activity.

NOTE 11 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

The Company enters into various transactions involving derivatives and other
off-balance sheet financial instruments. These financial instruments include
exchange-traded options. These derivative financial instruments are used to
meet the needs of the customers and conduct trading activities and are,
therefore, subject to varying degrees of market and credit risk.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31,2011

NOTE 11 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK - (Continued)

Derivative transactions are entered into for trading purposes or to economically
hedge other positions or transactions. As a writer of options, the Company or
its customers receive a premium in exchange for giving the counterparty the
right to buy or sell the underlying security at a future date at a contracted price.
The contractual or notional amounts related to these financial instruments
reflect the volume and activity and do not reflect the amounts at risk. The credit
risk for options is limited to the unrealized market valuation gains recorded in
the statement of financial condition. Market risk is substantially dependent
upon the value of the underlying financial instruments and is affected by market
forces such as volatility and changes in interest and foreign exchange rates.

In addition, the Company has sold securities that it does not currently own
(short sales) and will therefore be obligated to purchase such securities at a
future date. The Company has recorded the obligations in the financial
statements at December 31, 2011 at fair values of the related securities and will
incur a loss if the market value of the securities increases subsequent to
December 31, 2011.

In the normal course of business, the Company’s customer activities involve the
execution, settiement, and financing of various customer securities transactions.
These activities may expose the Company to off-balance-sheet risk in the event
the customer or other broker is unable to fulfill its contracted obligations and
the Company has to purchase or sell the financial instrument underlying the
contract at a loss. '

The Company’s customer securities transactions (those not introduced to its
Clearing Broker/dealer, as described in Note 10) are transacted on either a cash
or margin basis. In margin transactions, the Company extends credit to its
customers, subject to various regulatory and internal margin requirements,
collateralized by cash and securities in the customers’ accounts. In connection
with these activities, the Company executes and clears customer transactions
involving the sale of securities not yet purchased, substantially all of which are
transacted on a margin basis subject to individual exchange regulations. Such
transactions may expose the Company to significant off-balance-sheet risk in
the event margin requirements are not sufficient to fully cover losses that
customers may incur.



ZIV INVESTMENT COMPANY

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2011

NOTE 11 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK - (Continued)

In the event the customers fail to satisfy their contractual commitments, the
Company may be required to purchase or sell financial instruments at prevailing
market prices to fulfill the customer’s obligations, The Company seeks to
control the risks associated with its customer activities by requiring customers
to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company monitors required margin levels daily and, pursuant
to such guidelines, requires the customer to deposit additional collateral or to
reduce positions when necessary.

The Company’s customer financing and securities settiement activities require
the Company to pledge customer securities as collateral in support of various
secured financing sources such as bank loans and securities loaned. In the event
the counterparty is unable to meet its contractual obligation to return customer
securities pledged as collateral, the Company may be exposed to the risk of
acquiring the securities at prevailing market prices in order to satisfy its
customer obligations. The Company controls this risk by monitoring the market
value of securities pledged on a daily basis and by requiring adjustments of
collateral levels in the event of excess market exposure. In addition, the
Company establishes credit limits for such activities and monitors compliance
on a daily basis.

NOTE 12 - EXCHANGE MEMBERSHIPS

On June 18, 2010, memberships in the Chicago Board of Options Exchange
(CBOE) were converted to shares of stock pursuant to CBOE’s demutualization
and subsequent initial public offering. The Company received 80,000 restricted
shares of stock based on this conversion. 40,000 shares of this stock remained
restricted as of December 31, 2010 and became unrestricted on June 13, 2011,

The Company’s cost on all of these shares received is $11,500. For the year
ended December 31, 2011, $1,130,616 of investment gains related to these
shares is included in net dealer trading and investment gains on the statement of
income, :



