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AFFIRMATION

We, Thomas Murphy and Felicia Brower, affirm that, to the best of our knowledge and belief, the
accompanying financial statements and supplemental schedules pertaining to RCap Securities, Inc. as of and
for the year ended December 31, 2011, are true and correct. We further affirm that neither the Company nor
any officer or director has any proprietary interest in any account classified solely as that of a customer.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholder of

RCap Securities, Inc.
New York, New York

We have audited the accompanying statement of financial condition of RCap Securities, Inc. (the
"Company") as of December 31, 2011, that you are filing pursuant to Rule 17a-5 under the
Securities 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 obtain
reasonable assurance about whether the financial statement is 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 statement, 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, such statement of financial condition presents fairly, in all material respects, the
financial position of RCap Securities, Inc. at December 31, 2011, in conformity with accounting
principles generally accepted in the United States of America.

Dolothe & Towde LR

February 22, 2012

Member of
Deloitte Touche Tohmatsu




RCAP SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2011

ASSETS

CASH ' $ 912,254
CASH EQUIVALENTS 264,100,000
DEPOSITS WITH CLEARING ORGANIZATIONS 234,231,963
SECURITIES OWNED, AT FAIR VALUE ($352,820,375 pledged) 928,547,265
RECEIVABLES FROM BROKERS, DEALERS AND CLEARING ORGANIZATIONS 778,652,525
DERIVATIVE CONTRACTS, AT FAIR VALUE 112,719
REVERSE REPURCHASE AGREEMENTS 18,337,196,717
SECURITIES BORROWED 928,698,106
INTEREST RECEIVABLE 1,293,069
ACCRUED INTEREST RECEIVABLE — Reverse repurchase agreements 11,297,266
ACCRUED REBATE RECEIVABLE — Securities loaned 763,870
RECEIVABLE FOR ADMINISTRATIVE AND SERVICE FEES 26,507
OTHER ASSETS 1,085,533
TOTAL ASSETS $ 21,486,917,794

See notes to statement of financial condition.




RCAP SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION (CONTINUED)
AS OF DECEMBER 31, 2011

LIABILITIES AND STOCKHOLDER'S EQUITY

LIABILITIES:
Repurchase agreements $ 18,101,113,000
Payables to brokers, dealers and clearing organizations 1,352,733,532
Securities sold, not yet purchased, at fair value 826,911,740
Derivatives sold, not yet purchased, at fair value 714,062
Securities loaned 804,901,046
Interest payable 1,513,855
Accrued interest payable — Repurchase agreements 7,859,808
Accrued rebate payable — Securities borrowed 651,484
Accounts payable to affiliate 110,487
Accounts payable and other liabilities 1,645,310
Total liabilities 21,098,154,324
STOCKHOLDER'S EQUITY:
Common stock — par value $.01 per share; 1,000,000 shares authorized, 1,000,000
issued and outstanding 10,000
Additional paid-in capital 375,990,000
Retained earnings 12,763,470
Total stockholder's equity 388,763,470
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 21,486,917,794

See notes to statement of financial condition.



RCAP SECURITIES, INC.

NOTES TO FINANCIAL STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2011

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Description of Business — RCap Securities, Inc. (the “Company” or “RCap”) was incorporated in
Maryland, on July 3, 2008 and is registered as a broker-dealer with the Securities and Exchange
Commission (“SEC”) and member of the Financial Industry Regulatory Authority (“FINRA”). RCap
was granted membership to FINRA in January 2009 and commenced operations in February 2009. RCap
is a wholly-owned taxable Real Estate Investment Trust (“REIT”) subsidiary of Annaly Capital
Management, Inc. (the “Parent”). RCap’s principal business activities include operating a financing
matched book of predominantly U.S. Agency mortgage-backed and U.S. Treasury securities, engaging
in securities lending activities of U.S. equity and corporate fixed income securities as well as
participating in underwriting syndicates and conducting proprietary trading of U.S. Treasury Bills,
Notes, and Bonds, futures and options contracts. RCap received approval as a member of Fixed Income
Clearing Corporation (“FICC”) on May 4, 2009 and Depository Trust and Clearing Corporation
(“DTCC”) on October 22, 2009.

A summary of the Company’s significant accounting policies follows:

Basis of Presentation — The financial statement are presented in accordance with accounting principles
generally accepted in the United States of America (“GAAP”).

Cash and Cash Equivalents — The Company defines cash and cash equivalents as short-term, highly
liquid securities and interest-earning deposits with maturities, when purchased, of 90 days or less, other
than those used for trading purposes. This includes amounts deposited in money market funds. The
Company records cash and cash equivalents in the statement of financial condition at fair value.

Deposits With Clearing Organizations — The Company is a member of various clearing organizations
with which it maintains cash and/or securities required for the conduct of its day-to-day clearance
activities, The Company records cash and securities segregated for regulatory purposes or deposited
with clearing organizations in the statement of financial condition at fair value.

U.S. Treasury Securities — The Company trades in U.S. Treasury Securities for its proprietary portfolio,
which consists of long and short positions on U.S. Treasury notes and bonds. U.S. Treasury securities are
classified as trading investments and are recorded on trade date at cost. Changes in fair value are
reflected in the Company’s statement of operations. Generally, the Company does not hold the U.S.
Treasury bills, notes and bonds to maturity and realizes gains and losses from trading those securities.
Interest income or expense on U.S. Treasury notes and bonds is accrued based on the outstanding
principal amount of those investments and their stated terms.

Reverse Repurchase Agreements — The Company enters into reverse repurchase agreements as part of
the Company’s matched book trading activity. Reverse repurchase agreements are recorded on trade
date at the contract amount and are collateralized by mortgage-backed or other securities. Margin calls
are made by the Company as necessary based on the daily valuation of the underlying collateral as
compared to the contract price. The Company generates income from the spread between what is earned
on the reverse repurchase agreements and what is paid on the matched repurchase agreements.



The Company’s policy is to obtain possession of collateral with a market value in excess of the principal
amount loaned under reverse repurchase agreements. To ensure that the market value of the underlying
collateral remains sufficient, collateral is valued daily, and the Company will require counterparties to
deposit additional collateral, when necessary.

Additionally, RCap enters into unmatched short term reverse repurchase agreements with Shannon
Funding, LLC (“Shannon”), collateralized by whole loans, with maturities of 90 days or less.

All reverse repurchase activities are transacted under master repurchase agreements that give the
Company the right, in the event of default, to liquidate collateral held and to offset receivables and
payables with the same counterparty.

Repurchase Agreements — The Company enters into repurchase agreements as part of the Company’s
matched book trading activity. Repurchase agreements are treated as collateralized financing
transactions and are carried at their contract amounts, including accrued interest, as specified in the
respective agreements. Reverse repurchase agreements and repurchase agreements with the same
counterparty and the same maturity are presented net in the statement of financial condition when the
terms of the agreement permit netting.

Securities Borrowed and Loaned Transactions — The Company records securities borrowed and loaned
transactions at fair value. Securities borrowed transactions require the Company to provide the
counterparty with collateral in the form of cash, or other securities. The Company receives collateral in
the form of cash or other securities for securities loaned transactions. For these transactions, the rebates
accrued by the Company are recorded as interest revenue or expense. On a daily basis, the Company
monitors the market value of securities borrowed or loaned against the collateral value and the Company
may require counterparties to deposit additional collateral or return collateral pledged, when appropriate.

Derivative Contracts — The Company enters primarily into U.S. Treasury, Eurodollar, and federal
funds futures and options contracts. The Company maintains a margin account which is settled daily
with futures and options commission merchants. Changes in the unrealized gains or losses on the futures
and options contracts are reflected in the Company’s statement of operations.

Receivables and Payables, Affiliates — The Company enters into reverse repurchase agreements with
the Parent. The Company has also entered into certain administrative/service agreements with certain
affiliated companies by which the Company earns administrative and service fee revenue.

Interest Receivable and Interest Payable — Interest receivable and interest payable on U.S. Treasury
notes and bonds is accrued based on the outstanding principal amount of those investments and their
stated terms.

Accrued Interest Receivable and Accrued Interest Payable — Reverse Repurchase Agreements and
Repurchase Agreements — The Company generates income from the spread between what is earned on
the reverse repurchase agreements and what is paid on the matched repurchase agreements. Accrued
interest receivable and accrued interest payable on reverse repurchase agreements and repurchase
agreements, respectively, is based on the outstanding contract amount and the negotiated rate of each
contract.

Other Assets and Other Liabilities — Other assets consist primarily of pre-paid expenses, deposits,
equipment and facilities less accumulated depreciation and other receivables. Other liabilities consist
primarily of accrued expenses and accounts payable.




Equipment and Facilities — Generally the Company does not own its own equipment and facilities. The
cost of the majority of equipment and facilities, with the exception of the Company’s data storage
equipment and select trading equipment, is shared with affiliates and is allocated to the Company by the
Parent. The allocation is based on the relative amount of space occupied and the equipment provided to
the Company and is charged to the Company based on an expense sharing agreement with the Parent.

Use of Estimates — The preparation of the financial statement in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities at the date of the financial statement and the reported
amounts of revenues and expenses during the reporting period. Estimates, by their nature, are based on
judgment and available information, therefore actual results could differ from those estimates.

Fair Value Measurements and Disclosures — ASC 820, “Fair Value Measurements and Disclosures,”
requires the disclosure of the fair value of financial instruments including assets and liabilities
recognized and not recognized in the statement of financial condition. Management estimates that the
fair values of all other financial instruments recognized in the statement of financial condition
approximates their carrying value, as such financial instruments are either reported at fair value or are
short-term in nature, bear interest at current market rates or are subject to frequent re-pricing.

Legal Reserves — The Company accrues a liability when it is probable that a liability has been incurred
and the amount of the loss can be reasonably estimated. In many lawsuits and arbitrations, including
class action lawsuits, it is not possible to determine whether a liability has been incurred or to estimate
the ultimate or minimum amount of that liability until the case is close to resolution, in which case no
accrual is made until that time. As of December 31, 2011, the Company was not aware of any
outstanding claims or legal actions against the Company.

Income Taxes — The Company is taxable as a domestic C Corporation and is subject to federal, state
and local income taxes based upon its taxable income. The Company provides for income taxes on all
transactions that have been recognized in the financial statement. Accordingly, in the event that there are
deferred tax assets or liabilities, the deferred taxes would be adjusted to reflect the tax rates at which
future taxable amounts will likely be settled or realized. The effects of the tax rate changes on future
deferred tax assets and deferred tax liabilities, as well as other changes in income tax laws, are
recognized in earnings in the period during which such changes are enacted. Valuation allowances are
established when necessary to reduce deferred tax assets to the amounts expected to be realized.

Market Risk — Market risk is the potential change in an instrument’s value caused by fluctuations in
interest and currency exchange rates, equity and commodity prices, credit spreads, or other risks. The
level of market risk is influenced by the volatility and the liquidity in the markets in which financial
instruments are traded.

Interest Rate Risk — Interest rate risk arises from the possibility that changes in interest rates will affect
the value of financial instruments.

Equity Price Risk — Equity price risk arises from the possibility that equity security prices will
fluctuate, affecting the value of equity securities and other instruments that derive their value from a
particular stock. Instruments typically used by the Company to manage equity price risk include equity
options and stocks. Equity options, for example, can require the writer to purchase or sell a specified
stock at a future date.

Counterparty Credit Risk — The Company is exposed to risk of loss if an issuer or a counterparty fails
to perform its obligations under contractual terms (“default risk™).



The Company has established policies and procedures for mitigating credit risk, including reviewing and
establishing limits for credit exposure, limiting transactions with specific counterparties, maintaining
qualifying collateral and continually assessing the creditworthiness of counterparties.

In the normal course of business, the Company executes, settles, and finances various customer and
counterparty (defined as “non-customer” pursuant to SEC Rules 15¢3-1 and 15¢3-3) securities
transactions. These activities may expose the Company to default risk arising from the potential that a
customer or counterparty may fail to satisfy their obligations. The Company seeks to control the risks
associated with its customer and non-customer activities by requiring customers and non-customers to
maintain collateral in compliance with regulatory and internal guidelines.

Concentrations of Credit Risk — The Company provides financing and related services to a diverse
group of domestic counterparties. The Company’s exposure to credit risk associated with these
transactions is measured for each individual counterparty. To reduce the potential for risk concentration,
credit limits are established and monitored in light of changing counterparty and market conditions. The
Company’s primary counterparty to the reverse repurchase agreements is the Parent Company.

As of December 31, 2011, the Company’s significant concentration of credit risk was with the U.S.
Government and its agencies. The Company’s indirect exposure results from maintaining U.S.
Government and agency securities as collateral for reverse repurchase agreements. The Company’s
direct credit exposure on these transactions is with the counterparty; thus the Company has credit
exposure to the U.S. Government and its agencies only in the event of the counterparty’s default.

The Company’s significant industry credit concentration is with financial institutions as well as real
estate investment trusts REITs, including both affiliates and third parties. Financial institutions include
other brokers and dealers and commercial banks. This concentration arises in the normal course of the
Company’s brokerage, trading and financing activities.

Subsequent Events — The Company has evaluated all subsequent events through the date this report was
available to be issued, on February 22, 2012.

A summary of new accounting pronouncements follows:
Broad Transactions

On December 23, 2011, FASB released ASU 2011-11 regarding disclosures concerning the offsetting of
assets and liabilities. Under this update, the Company will be required to disclose both gross
information and net information about both instruments and transactions eligible for offset in the
statement of financial position and transactions subject to an agreement similar to a master netting
arrangement. The scope would include derivatives, sale and repurchase agreements and reverse sale and
repurchase agreements and securities borrowing and securities lending arrangements. This disclosure is
intended to enable financial statement users to understand the effect of such arrangements on the
Company’s financial position. The objective of this update is to support further convergence of U.S.
GAAP and IFRS requirements. This update is effective for annual reporting periods beginning on or
after January 1, 2013. This update may result in additional disclosure and the Company is evaluating the
effect on the Company’s financial statement.



2. RELATED PARTY TRANSACTIONS

The Company enters into reverse repurchase agreements with companies affiliated by common
ownership to provide a financing source to those affiliates. In addition to the Parent, one of the affiliated
entities with which RCap transacts a portion of its reverse repurchase business with, is Shannon.
Shannon is a wholly owned, taxable REIT subsidiary of the Parent. Shannon provides warehouse
financing to residential mortgage originators in the United States.

The Company processes certain securities transactions for affiliates pursuant to certain agreements. The
Company receives a fee for such services, which is included in administrative and service fees.

Payables to affiliates consist of expenses to be reimbursed to the Parent pursuant to the expense sharing
agreement.

Related party receivables are comprised of:

Receivables under reverse repurchase agreements — Parent $ 17,476,659,000
Interest receivable from reverse repurchase agreements — Parent 11,318,755
Receivables under reverse repurchase agreements — Shannon 11,162,717
Interest receivable from reverse repurchase agreements — Shannon 7,872
Receivables for administrative and service fees 150,000

Related party payables are comprised of:
Payable to Parent 260,487

3. SECURITIES FINANCING TRANSACTIONS

The Company enters into repurchase and secured borrowing and lending transactions to finance trading
inventory, to obtain securities for settlement of its matched book transactions, and to earn residual
interest rate spreads.

Under these agreements and transactions, the Company receives collateral, including U.S. Government
and agencies, corporate fixed income and equity securities. Under many agreements the Company is
permitted to sell or re-pledge the securities received as collateral and deliver to counterparties to cover
short positions. As of December 31, 2011, the fair value of securities received as collateral where the
Company is permitted to sell or re-pledge the securities was $18,337,196,717, of which $17,476,659,000
was received from affiliated companies. The fair value of these securities that had been sold or re-
pledged was $18,101,113,000 of which none have been sold or re-pledged to affiliated companies.

4. STOCKHOLDER’S EQUITY

The Company is authorized to issue 1,000,000 shares of $.01 par value common stock. As of December
31, 2011, there were 1,000,000 common shares issued and outstanding with a total par value of $10,000.
During the year, the Parent made capital contributions of $200,000,000 to the Company.

S. FAIR VALUE MEASUREMENT

The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability
as of the measurement date. The three levels are defined as follows:

Level 1 — inputs to the valuation methodology are quoted prices (unadjusted) for identical assets and
liabilities in active markets.



Level 2 — inputs to the valuation methodology include quoted prices for similar assets and liabilities in
active markets and inputs that are observable for the asset or liability, either directly or indirectly, for
substantially the full term of the financial instruments.

Level 3 — inputs to the valuation methodology are unobservable and significant to the overall fair value.

Trading securities are valued based on quoted prices (unadjusted) in an active market. The classification
of assets and liabilities by level remains unchanged at December 31, 2011 when compared to the
previous year. U.S. Treasury securities consist primarily of Treasury Notes and Bonds that are highly
liquid and heavily traded on the secondary market. Securities borrowed and loaned are considered level
2 assets due to limited trading volume. Derivatives contracts are listed derivatives that are actively
traded and valued based on quoted prices from the exchange and are categorized in Level 1 of the fair
value hierarchy.

Level 1 Level 2 Level 3

Assets:

U.S. Treasury securities 928,547,265

Securities borrowed 928,698,106

Cash equivalents - money market funds 264,100,000

Derivative contracts 112,719
Liabilities:

U.S. Treasury securities sold, not yet purchased 826,911,740

Securities loaned 804,901,046

Derivative contracts 714,062

. DERIVATIVE INSTRUMENTS

In connection with RCap’s proprietary trading activities, the Company enters primarily into U.S.
Treasury, Eurodollar and federal funds futures and options contracts. The Company invests in futures
and options contracts for economic hedging purposes to reduce exposure to changes in yields of its U.S.
Treasury securities and for speculative purposes to achieve capital appreciation. The use of futures and
options contracts creates exposure to credit risk relating to potential loses that could be recognized if the
counterparties to these instruments fail to perform their obligations under the contracts. RCap executes
these trades as a customer of an appropriately licensed futures and options broker dealer.

Location on

Statement of Net Estimated Fair
Financial Condition Value
Derivative Contracts
December 31, 2011 Assets 112,719
December 31, 2011 Liabilities 714,062



10.

COMMITMENTS, CONTINGENCIES AND GUARANTEES

The Company provides guarantees to securities clearinghouses and exchanges. Under the standard
membership agreement, members are required to guarantee the performance of other members. Under
the agreements, if another member becomes unable to satisfy its obligations to the clearinghouse, other
members would be required to meet shortfalls. The Company’s liability under these arrangements is not
quantifiable and could exceed the cash and securities it has posted as collateral. However, management
believes the potential for the Company to be required to make payments under these arrangements is
remote. Accordingly, no contingent liability is carried in the statement of financial condition for these
transactions.

INCOME TAXES

The corporate statutory U.S. federal tax rate is 35%. The Company’s effective tax rate differs from the
federal statutory rate, primarily due to state and local taxes. The Company files tax returns in several
U.S. jurisdictions, including New York State and New York City. The 2008 through 2011 tax year
remains open to U.S. federal, state and local tax examinations.

The Company did not have any uncertain tax positions at December 31, 2011. The Company did not
have a deferred tax asset or liability as of December 31, 2011.

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1), which requires the
maintenance of minimum net capital. The Company computes its net capital under the alternative
method permitted by SEC Rule 15¢3-1 which requires that minimum net capital shall be the greater of
2% of aggregate debit items (“ADI”) arising from customer transactions or $252,681. As of December
31, 2011, the Company’s regulatory net capital of $351,221,102 exceeded the minimum requirement of
$252,681 by $350,968,421.

OTHER REGULATORY REQUIREMENTS

The Company is subject to the customer protection requirements of SEC Rule 15¢3-3 under the Act. For
the December 31, 2011 customer reserve computation, there was no requirement to segregate securities
into the special reserve account for the exclusive benefit of customers.

The Company is required to perform a computation of reserve requirements for Proprietary Accounts of
Introducing Brokers (“PAIB”) pursuant to SEC Rule 15¢3-3 of the Act. As of December 31, 2011, there

was no requirement for securities to be segregated into a special reserve account for the exclusive
benefit of PAIB.

* ok ok K ok ok
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RCap Securities, Inc.
1211 Avenue of the Americas Suite 2902

New York, New York 10036

In planning and performing our audit of the financial statements of RCap Securities, Inc. (the “Company”)
as of and for the year ended December 31, 2011 (on which we issued our report dated February 22, 2012
and such report expressed an unqualified opinion on those financial statements), 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 and net capital under Rule 17a-3(a)(11) and
the reserve required by Rule 15c¢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; and (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.

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 SEC’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 preparation of financial statements in conformity with
generally accepted accounting principles. Rule 17a-5(g) 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.

Member of
Deloitte Touche Tohmatsu




A deficiency in internal control 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 and correct
misstatements on a timely basis.

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the Company's financial statements will not be
prevented, or detected and corrected on a 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 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 paragraph of this report, were adequate as of December 31, 2011, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Directors, management, the SEC, Financial
Industry Regulatory Authority, Inc., and other regulatory agencies that rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934, in their regulation of registered broker-dealers, and is not intended to be
and should not be used by anyone other than these specified parties.

Yours truly,

Delottie & e LY




