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OATH OR AFFIRMATION

William Cram Jr swear or affirm that to the best of my knowledge and belief the accompanying financial

statement and supporting schedules pertaining to the firm of MI Financial Advisors Inc as of December 31

2011 are true and correct further swear or affirm that neither the company nor any partner proprietor

principal officer or director has any proprietary interest in any account classified solely as that of customer

/A/7
Name William rain Jr

Title Senior Vice President

Notary Public

/1/
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Financial Statements and Supplemental Schedules

December 31 2011

With Report of Independent Registered Public Accounting FirmThereon
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KPMG LLP

303 East Wacker Drive

Chicago IL 60601-5212

Report of Independent Registered Public Accounting Firm

The Board of Directors

MI Financial Advisors Inc

We have audited the accompanying statement of financial condition of MI Financial Advisors Inc

the Company as of December 31 2011 and the related statements of income changes in stockholders

equity and cash flows for the year then ended that are filed 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 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 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 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 MI Financial Advisors Inc as of December 31 2011 and the results of its

operations and its cash flows for the year then ended in conformity with U.S generally accepted

accounting principles

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

supplementary information contained in schedules and and required by Rule 7a-5 under the

Securities Exchange Act of 1934 are presented for purposes of additional analysis and is not required part

of the financial statements Such 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 including comparing and reconciling such 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 In our opinion the information is fairly stated in all

material respects in relation to the financial statements taken as whole

WI

Chicago Illinois

February 28 2012

KPMG LLP is Delaware limited liabdity partnership

the U.S member firm of KPMG International Cooperative

KPMG lnternationall Swiss ensty



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents 10005504
Securities owned at fair value 11800785

Receivable for investment securities sold 2178277
Other receivables 2095402

Prepaid expenses 554057

Capitalized internal use software 443098

Receivable from clearing broker-dealer 428090

Equipment 114197

Deferred tax asset net 375364

Goodwill 114944

Total 28109718

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 2794302
Accounts payable to affiliates 481043

Accounts payable for securities purchased 857071

Notes payable with an affiliate 5184490

Total liabilities 9316906

Stockholders equity

Common stock $1 par value issued and outstanding 2500 shares 2500
Additional paid-in capital 7785886
Retained earnings 11004426

Total stockholders equity 18792812

Total 28109718

See accompanying notes to financial statements



MI FINANCIAL ADVISORS INC
Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Statement of Income

Year ended December 31 2011

Revenues

Sale of investment company shares 13306711

Managed money fee income 13075797

Annuity commissions 6596118
Insurance commissions 2500805
Securities commissions 1742954

Intercompany service fees 573423

Net trading gains 563896

Interest 138934

Other 1145747

Total revenue 39644385

Expenses

Employee compensation and benefits 22387918
Referral charges 6307426

Intercompany service charges 2220600

Occupancy and equipment 728903

Clearance fees 511780

Communications 198111

Restructuring charges 323617

Other 4441087

Total expenses 37119442

Income before income tax expense 2524943

Income tax expense 1654704

Net income 870239

See accompanying notes to financial statements



See accompanying notes to financial statements

MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Statement of Changes in Stockholders Equity

Year ended December 31 2011

Common
stock

2500Balance December 31 2010

Net income

Share-based compensation

Realized gain on funded status of defined

benefit postretirement plar

Balance December 31 2011

Additional

paid-in

capital

7667669

118217

Accumulated

other

comprehensive

income loss

95696

Retained

earnings

10134187

870239

Total

17708660

870239

118217

95696 95696

2500 7785886 11004426 18792812



MI FINANCIAL ADVISORS INC
Whoiiy Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Statement of Cash Flows

Year ended December 31 2011

Cash flows from operating activities

Net income 870239

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization 404065

Deferred taxes 1393985

Share-based compensation expense 118217

Realized gain on funded status of accumulated postretirement benefit obligation 95696

Changes in assets and liabilities

Securities owned 4818642
Receivable for investment securities sold 3028405
Other receivables and other assets 40555
Accounts payable for securities purchased 857071

Other accounts payable and accrued expenses 1612456

Net cash provided by operating activities 296025

Cash flows from investing activities

Additions to capitalized internal use software 152741
Purchase of equipment 73028

Net cash used in investing activities 225769

Cash flows from financing activity

Net increase in notes payable with affiliates 287906

Net cash provided by financing activity 287906

Net increase in cash and cash equivalents 358162

Cash and cash equivalents

Beginning of year 9647343

End of year 10005505

Supplemental disclosure of cash flows information

Interest paid during the year 45076

Income taxes paid during the year 600021

See accompanying notes to financial statements



MI FINANCIAL ADVISORS INC

Whoiiy Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Summary of Significant Accounting Policies

Organization

MI Financial Advisors Inc the Corporation is wholly owned subsidiary of BMO Financial

Corporation BFC wholly owned subsidiary of Bank of Montreal BMO The Corporation is

registered as broker-dealer with the Securities and Exchange Commission SEC and is member

of the Financial Industry Regulation Authority FINRA On December 17 2010 BMO announced

its intention to acquire Marshall Ilsley Corporation MI prior parent of the Corporation On

July 2011 BMO completed the acquisition of MI through BFC At the closing of the

transaction the Corporation became wholly owned subsidiary of BMO Financial Corp During

2012 the Corporation anticipates receiving regulatory approval to merge with BMO Harris Financial

Advisors Inc an affiliated wholly owned subsidiary of BFC

The Corporation is in the business of providing brokerage services for retail customers primarily

investment advisory and financial planning services to the Parents customers through BMO Harris

Bank N.A the Bank branch locations The Corporation offers and sells mutual funds and variable

annuities to its customers which are cleared on both direct and fully disclosed basis The

Corporation acts as an introducing brokerage firm in the offer and sale of equity and debt securities

which are cleared on fully disclosed basis The Corporation also offers and sells life and long-term

care insurance products to its customers

Estimates

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

in the United States of America requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities and disclosure of contingent 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

Cash and Cash Equivalents

Cash equivalents include investments in money market mutual funds As of December 31 2011

$9792480 of the total cash and cash equivalents balance was invested in the Federated Money
Market Mutual Fund which represents concentration of credit risk As of December 31 2011

$213024 was invested in BMO affiliated demand deposit accounts

Securities Transactions

The Corporation buys and sells as agent for its customers on fully disclosed basis Securities

transactions and the related commission revenues are recorded on settlement-date basis which is

not materially different from trade-date basis Securities owned by the Corporation are carried at

fair value and the resulting realized and unrealized gains and losses are included in trading gains on

the statement of income

Continued



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Fair Value Measurement

The Corporation has adopted the Fair Value Measurements and Disclosures topic of the

FASB Accounting Standards Codification the Codification The guidance clarifies the definition of

fair value for financial reporting purposes establishes framework for measuring fair value and

requires additional disclosures about the use of fair value measurement The three levels of the fair

value hierarchy under the guidance are described below

Level Quoted prices in active markets for identical securities

Level Other significant observable inputs including quoted prices for similar securities interest

rates prepayment speeds credit risk etc

Level Significant unobservable inputs including the Corporations own assumptions in

determining the fair value of investments

The inputs or methodology used for valuing securities is not necessarily an indication of the risk

associated with investing in those securities

As of December 31 2011 the Corporations securities owned measured at fair value consisted of the

following

Level Level Level

Money market mutual fund 9792480

Municipal securities 450000

U.S Treasury securities 5041990
Taxable corporate bonds 6308795 ______________

Total 9792480 11800785
______________

When available the Corporation uses quoted market prices to determine the fair value of trading

investment securities For the Corporations investments in U.S Treasury securities government

agencies mortgaged-backed securities and obligations of states and political subdivisions where

quoted prices are not available for identical securities in an active market the Corporation

determines fair value utilizing vendors who apply matrix pricing for similar bonds where no price is

observable or may compile prices from various sources These models are primarily

industry-standard models that consider various assumptions including time value yield curve

volatility factors prepayment speeds default rates loss severity current market and contractual

prices for the underlying financial instruments as well as other relevant economic measures

Substantially all of these assumptions are observable in the marketplace can be derived from

observable data or are supported by observable levels at which transactions are executed in the

marketplace Fair value from these models is verified where possible to quoted prices for recent

trading activity of assets with similar characteristics to the security being valued

Continued



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Equipment

Equipment is recorded at cost and depreciated on the straight-line method over periods ranging from

three to ten years Maintenance and repairs are charged to expense as incurred Depreciation expense

for equipment was $80391 in 2011 and accumulated depreciation at December 31 2011 was

$518000

Capitalized Internal Use Software

The Corporation capitalizes costs for software that will be used solely for its operations following the

criteria of Accounting Standards Codification 350-40-15 Accounting for the Costs of Computer

Software Developed or Obtained for Internal Use Accordingly the costs of this internal use

software are capitalized beginning at the software application development phase Capitalized

internal use software costs are amortized using the straight-line method over 60-month period

Amortization expense for the capitalized internal software was $323674 in 2011 and accumulated

amortization at December 31 2011 was $1891941

Ii Goodwill

Goodwill is not amortized but is evaluated at least annually for impairment or more frequently

should events occur that would indicate impairment has occurred The Corporation has concluded

that there continues to be no impairment with respect to goodwill As of December 31 2011 the

goodwill balance was $114944

Income Taxes

The Corporation is included in the consolidated income tax returns of MI through July 2011 and

of BFC after July 2011 which files its income tax returns in the U.S and various state

jurisdictions MI and BFC charges or credits the Corporation for its share of its consolidated

income tax liability attributable to the Corporations taxable income or loss as if the Corporation

filed separate income tax return Deferred income taxes are accounted for using the asset and

liability method Under this method deferred tax asset or liability is determined based on the

enacted tax rates that will be in effect when the differences between the financial statement carrying

amounts and tax bases of existing assets and liabilities are expected to be realized

The Corporation had adopted the Income Tax topic of the Codification concerning uncertainty in

income taxes This guidance addresses the accounting for uncertainty in income taxes and establishes

for all entities minimum threshold for financial statement recognition of the benefit of positions

taken in filing tax returns including whether an entity is taxable in particular jurisdiction The

Corporation recognizes tax benefits only if it is more likely than not that tax position including the

Corporations assertion that its income is exempt from tax will be sustained upon examination The

Corporation had no material uncertain tax positions and has not recorded liability for unrecognized

tax benefits as of December 31 2011

Continued



MI FINANCIAL ADVISORS INC

Whoiiy Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Share-Based Compensation

Corporation employees participated in the executive stock option and restricted stock plans of MI
which provided for the grant of nonqualified and incentive stock options and rights to purchase

restricted shares to key employees and directors The plan was terminated as of the date of

acquisition by BMO The amounts presented herein are the allocated costs related to options held by

Corporation employees and reflect the unvested portion of the awards as of the date of the

acquisition by BMO

Transactions with Related Parties

The Corporation has management and services agreements that govern certain related-party arrangements

with BMO affiliates whereby the Corporation receives revenue from commissions on sales of mutual fund

and trust assets and other fees charged to BMO affiliates for ancillary services In addition the Corporation

pays referral commission to BMO affiliates on products sold through the affiliates on behalf of the

Corporation Also BMO and BMO affiliates charge the Corporation for occupancy and other ancillary

services In 2011 the Corporation recorded the following transactions with BMO and BMO affiliates

These transactions may not be reflective of those that would have been incurred between unrelated parties

Revenue

expense

Managed money fee income 13075797
Sale of investment company shares 374237
Securities commissions 258169

Intercompany service fees

Nonbank service fees 453423

Mutual fund distribution management
fee income 120000

Salaries and benefits 14769
Referral charges 6315403
Occupancy and equipment 461631

Intercompany service charges

Management services fees 1474824
Bank service charges 745776

Other expense
Share-based compensation 118217
Interest expense on notes payable 52231

Related to the Corporations participation in the executive stock option and restricted stock plans of MI
the Corporation was allocated its share of share-based compensation expense which was $118217 in

2011

The Corporation leases office space from BMO affiliate and paid $461631 in 2011 related to the lease

The lease is 12-month lease with annual renewal options

Continued



MI FINANCIAL ADVISORS INC

Whoiiy Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

The Corporation maintains an annually renewable $25 million line of credit with BMO affiliate for the

purpose of supporting the securities trading activities The outstanding balance is classified on the

statement of financial condition as notes payable with an affiliate and was $5184490 as of December 31
2011 During 2011 the Corporation paid $52231 in interest on the note

Net Capital and Other Requirements

As registered broker-dealer the Corporation is subject to the requirements of Rule 5c3- the net capital

rule of the SEC which requires aggregate indebtedness to net capital as defined not to exceed 15.0 to

1.0 As of December 31 2011 the Corporations ratio of aggregate indebtedness to net capital was 0.25 to

1.0 and net capital as defined was $13221769 which was in excess of the required net capital of

$250000

The Corporation is exempt from the requirements of Rule 5c3-3 of the SEC the customer protection rule

under subparagraph k2ii

Income Taxes

The Corporation is included in the consolidated income tax returns of MI through July 2011 and of

BFC after July 2011 which files its income tax returns in the U.S and various state jurisdictions With

limited exceptions the Corporation is no longer subject to examinations by federal taxing authorities for

taxable years before 2009 and state taxing authorities for taxable years before 2007

The Corporation does not anticipate that within 12 months of December 31 2011 the total amount of

unrecognized tax benefits will significantly increase or decrease due to any separate tax position

The Corporation recognizes accrued interest related to unrecognized tax benefits and penalties as income

tax expense

As of December 31 2011 there were no unrecognized tax benefits

The current and deferred portions of the provision for income taxes for the year ended December 31 2011

are as follows

Current

Federal 879005

State 107626

986631

Deferred

Federal 621986

State 46087

668073

Total provision for taxes 1654704

10 Continued



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

The difference between the Corporations effective income tax rate and the statutory federal income tax

rate of 35% is attributable primarily to state income taxes net of federal benefit

The tax effects of temporary differences that give rise to significant elements of the deferred tax assets and

liabilities as of December 31 2011 are as follows

Deferred tax assets

Deferred compensation 286463
Stock option compensation 44081

Pension 122122

Other 84874

Total deferred tax assets 537540

Deferred tax liabilities

Capitalized software 162176

Total deferred tax liabilities 162176

Net deferred tax assets 375364

The Corporation has not provided valuation allowance related to the deferred tax assets as of

December 31 2011 as it is more likely than not that the benefits will be realized in future years

Employee Retirement and Health Plans

MI had defined contribution plan that consisted of retirement component and an incentive savings

component in which the Corporation was participant and that covered substantially all of the

Corporations employees The retirement component provided for guaranteed contribution to eligible

participants equal to 2% of compensation At MIs option an additional profit sharing amount may also

be contributed to the retirement component and may vary from year to year up to maximum of 6% of

eligible compensation Under the incentive savings component employee contributions up to maximum

of 6% of eligible compensation were matched up to 50% by MI based on MIs return on equity as

defined by the plan Total expense of the Corporation relating to these plans was $592168 in 2011

Prior to the acquisition by BMO the Corporation was member of the MI health benefit plan The 2011

net periodic postretirement benefit expense was $14292 representing the Corporations portion of the

overall MI consolidated 2011 postretirement expense The plan was fully funded prior to acquisition

resulting in an accumulated postretirement benefit obligation gain of $95696

Upon the acquisition by BMO the Corporation started to participate in various noncontributoiy pension

plans sponsored by BFC Most of the employees participating in retirement plans are included in one

primary plan the Plan The Plans benefit formula is an account-based formula that is based upon eligible

pay age and length of service The policy for the Plan is to have the participating entities at minimum

fund annually an amount necessary to satisfy the minimum funding requirements under the Employee

11 Continued



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Retirement Income Securities Act of 1974 ERISA without regard to prior years contributions in excess

of the minimum The total pension benefit of the Corporation for the year ended December 31 2011 was

$321166

The Corporation was also participating entity in the postretirement medical plan sponsored by the

BFC the Medical Plan during 2011 which provides medical care benefits for retirees and their

dependents who have attained age 55 and have at least 10 years
of service The Medical Plan is

self-insured Participating entities contribute to the cost of coverage based on employees length of service

Cost sharing with plan participants is accomplished through deductibles coinsurance and out-of-pocket

limits Funding for the Medical Plan largely comes from the general assets of the participating entities

supplemented by contributions to trust fund created under Internal Revenue Code Section 40 1h
Effective December 31 2007 the Medical Plan was changed to reflect expanded coverage available

through Medicare and supplemental plans for retirees age 65 and older Post-65 benefits for new hires and

employees under age 35 were eliminated and corporate contributions for post-65 benefits for certain

employees were reduced The total postretirement medical expense for the Company was $6197 for the

year ended December 31 2011

Commitments and Contingencies

The Corporation has provided guarantee to its clearing broker Under the agreement the Corporation has

agreed to indemnify the clearing broker for customers introduced by the Corporation that are unable to

satisfy the terms of their contracts The Corporations liability under these arrangements is not quantifiable

However management believes the potential for the Corporation to be required to make payments under

this agreement is remote Accordingly no amounts are recorded on the statement of financial condition for

these contingent liabilities

As broker-dealer the Corporation is engaged in various trading and brokerage activities serving diverse

group of corporate institutional and individual investors portion of the Corporations transactions are

on principal basis and are subject to the risk of counterparty nonperformance The Corporations

exposure to credit risk associated with the contractual obligations pursuant to securities transactions can be

directly impacted by volatile trading markets which may impair the counterparties ability to satisfy their

obligations to the Corporation The Corporations liability under these arrangements is not quantifiable

However the potential for the Corporation to be required to make payments under these arrangements is

remote Accordingly no contingent liability is carried on the statement of financial condition for these

transactions

The Corporation believes it has effective procedures for evaluating and limiting the credit and market risks

to which it is subject

12 Continued



MI FINANCIAL ADVISORS INC

Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Notes to Financial Statements

December 31 2011

Subsequent Events

In preparing these financial statements the Corporation has evaluated events and transactions for potential

recognition or disclosure resulting from subsequent events through February 28 2012 the date the

financial statements were issued

13
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Schedule

MI FINANCIAL ADVISORS INC
Wholly Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Computation of Net Capital for Brokers and Dealers

Pursuant to Rule 15c3-1

Year ended December 31 2011

Total stockholders equity 18792812

Nonallowable assets

Trailer fees receivable 822419
Receivables from affiliates 1208897

Equipment net 114197
Deferred tax asset 375364

Capitalized internal use software 443098
Other nonallowable assets 1717833

Net capital before securities haircuts 14111004

Haircuts on securities 889235

Net capital 13221769

Minimum net capital required 2/3% of aggregate indebtedness 218356

Minimum dollar net capital requirement 250000

Net capital requirement 250000

Excess net capital 12971769

Excess net capital at 1000% 12894235

Total aggregate indebtedness 3275345

Percentage of aggregate indebtedness to net capital
25

The amount of net capital in this schedule is in agreement in all material respects with the unaudited

amended Focus Report Part hA FORM X-17A-5 filed by the Corporation on February 27 2012

See accompanying independent auditors report

14



Schedule

MI FINANCIAL ADVISORS INC

Whoiiy Owned Subsidiary of BMO Financial Corporation

SEC I.D 8-34084

Exemptive

Provision under Rule 5c3-3

December 31 2011

The Corporation is exempt from the requirements of Rule 5c3-3 of the Securities and Exchange Commission

under the provision of subparagraph k2ii Customer transactions are cleared through Pershing LLC
wholly owned subsidiary of the Bank of New York Company Inc

15



KPMG LLP

303 East Wacker Drive

Chicago IL 60601 -5212

Report of Independent Registered Public Accounting Firm

on Internal Control Pursuant to Rule 17a-5

The Board of Directors

MI Financial Advisors Inc

In planning and performing our audit of the financial statements of MI Financial Advisors Inc

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 compliance with such practices and

procedures that we considered relevant to the objectives stated in Rule 7a-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under Rule 7a-3a 11 and

for determining compliance with the exemptive provisions of Rule 5c3-3 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 the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a- 13 and

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

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
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L9

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 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 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 Board of Directors management the SEC
F1NRA 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

Lrp

February 28 2012
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