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OATH OR AFFIRMATION

Robert Mizell swear or affirm that to the best of my knowledge and belief the accompanying financial statements and

supporting schedules pertaining to the firm of Davenport Company LLC 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 except as follows

Signature

Chief Financial Officer Executive Vice

President

Title

u\Ottk
Notary Public

o\\S\Oc C2\O\3
This report contains check all applicable boxes
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3fl Statement of Financial Condition

Statement of Income Loss

Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-3 and the

Computation for Determination of the Reserve Requirements Under Exhibit Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

fl Copy of the SIPC Supplemental Report

El Report describing any material inadequacies found to exist or found to have existed since the date of the previous

audit

For conditions of confidential treatment of certain portions ofthis filing see section 240.1 7a-5e3
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DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Consolidated Statement of Financial Condition

December3l2011 and 2010

Assets 2011 2010

Cash and cash equivalents note 3193959 3614578

Cash segregated under federal and other regulations note

Deposits with clearing organizations and others 951434 1089796

Receivable from broker-dealers and clearing organizations note 808115 183141

Receivable from customers note 53704073 52001879

Receivable from noncustomers note 5377608 5830105

Marketable securities owned at fair value notes and 10 10124472 26715562

Furniture equipment software and leasehold improvements at

cost less accumulated depreciation and amortization of

$12718898 in 2011 and $11917596 in 2010 note 2665257 2959247

Notes receivable from employees note 2821559 4063363

Prepaid expenses and other assets 6372139 7899539

86018618 104357212

Liabilities and Members Interest

Short-term bank loans note 6520000 14985000

Drafts payable 6142609 8329630

Members interest payable 1793041 4592307

Payable to broker-dealers and clearing organizations note 830489 1050393

Payable to customers note 21027578 26791920

Payable to noncustomers note 59861 223296

Securities sold not yet purchased at market value notes and 10 11104 207749

Accounts payable accrued expenses and other liabilities 8665501 9355367

45050183 65535662

Members interest 40968435 38821550

Commitments and contingent liabilities notes 10 and 11

86018618 104357212

See accompanying notes to consolidated statement of financial condition



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December3l2011 and 2010

Organization and Nature of Business

Davenport Company LLC and Subsidiaries the Company is broker-dealer registered under the

Securities Exchange Act of 1934 and an investment adviser registered under the Investment Advisers Act

of 1940 The Company is member of the New York Stock Exchange Inc and the Financial Industry

Regulatory Authority FTh.JRA The Company is limited liability company organized under the laws of

the Commonwealth of Virginia The Company is owned by Davenport Company of Virginia Inc

Davenport Corp and DAVA Corp collectively the Members who have membership interests of 64%

20% and 16% respectively The liability of each Member is limited to the balances in each Members

capital account The Company will continue indefinitely unless dissolved earlier pursuant to the terms of

the operating agreement of the Company Davenport Financial Advisors LLC DFA and Davenport Trust

Company DavTrust are wholly owned subsidiaries of Davenport Company LLC DFA is engaged in

the appraisal of businesses and their securities in connection with estate and gift tax equitable distribution

acquisition advisory the purchase and sale of listed and unlisted securities litigation support and other

purposes The services and responsibilities of DFA are separate from those of Davenport Company

LLC notwithstanding the fact that DFA and Davenport Company LLC may share employees and

facilities DavTrust is wholly owned North Carolina corporation formed in 2009 to be the trustee of

Davenports individual retirement accounts It was capitalized in December 2009 with $1.5 million and

began operations on October 2011

Summary of Significant Accounting Policies

Basis of Presentation

The consolidated statements of financial condition include the accounts of the Company and its

wholly owned subsidiaries The Company is engaged in single line of business as securities

broker-dealer which comprises several classes of services including principal transactions agency

transactions investment banking and investment advisory services All material intercompany

balances and transactions are eliminated in consolidation

Cash and Cash Equivalents

All highly liquid investments with original maturities of three months or less are considered to be

cash equivalents

Fair Value of Financial Instruments

The Company carries cash and cash equivalents cash segregated under federal and other regulations

securities owned and securities sold not yet purchased at fair value Deposits with clearing

organizations and other receivables from brokers-dealers and clearing organizations receivable from

customers noncustomers and employees short-tenTi bank loans drafts payable members interest

payable payable to brokers-dealers and clearing organizations payable to customers and payable to

noncustomers are recorded at their carrying amounts which approximate fair value The fair value of

these items is not materially sensitive to shifts in market interest rates because of the limited term to

maturity and/or variable interest rates of many of these instruments

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December 312011 and 2010

Securities Transactions

Proprietary securities transactions and customers securities transaction in regular way trades are

recorded on the settlement date which is not materially different from the trade date

Marketable securities owned are recorded at fair value which is the exchange price that would be

received for an asset or paid to transfer liability an exit price in the principal or most

advantageous market for the asset or liability in an orderly transaction between willing market

participants on the remeasurernent date

The fair value for certain financial instruments is derived using pricing models and other valuation

techniques that involve significant management judgment The price transparency of financial

instruments is key determinant of the degree of judgment involved in determining the fair value of

the Companys financial instruments Financial instruments for which actively quoted prices or

pricing parameters are available will generally have higher degree of price transparency than

financial instruments that are thinly traded or not quoted In accordance with GAAP the criteria used

to determine whether the market for financial instrument is active or inactive is based on the

particular asset or liability For equity securities the Companys definition of actively traded is based

on average daily volume and other market trading statistics The Company has determined the

market for certain other types of financial instruments including certain auction rate preferred

securities to be inactive as of both December 31 2011 and 2010 As result the valuation of these

financial instruments included management judgment in determining the relevance and reliability of

market infornTlation available The Company considered the inactivity of the market to be evidenced

by several factors including continued decreased price transparency caused by decreased volume

of trades relative to historical levels stale transaction prices and transaction prices that varied

significantly either over time or among market makers

When instruments are traded in secondary markets and quoted market prices do not exist for such

securities the Company utilizes valuation techniques including trader knowledge of the market to

estimate fair value Valuation techniques may also rely on other observable inputs such as yield

curves interest rates and expected principal repayments and default probabilities Instruments valued

using these inputs are typically classified within Level of the fair value hierarchy Examples

include certain municipal debt securities and corporate debt securities The Company utilizes prices

from independent services to corroborate its estimate of fair value Depending upon the type of

security the pricing service may provide listed price or use other methods including broker dealer

price quotations Positions in illiquid securities that do not have readily determinable fair values

require significant judgment or estimation For these securities which include certain auction rate

securities the Company uses quotes from secondary market makers to detennine fair value

Securities valued using these techniques are classified within Level of the fair value hierarchy

Income Taxes

Income taxes are not reflected in the accompanying consolidated statements of financial condition as

the responsibility for income taxes is that of the Members and not of the Company One subsidiary

DavTrust is corporation and is responsible for its own income taxes DavTrust which began

operations in 2011 had income tax liability of $4246 as of December 31 2011

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December3l2011 and 2010

Accounting Standards Codification ASC 740-10 related to Accounting for Uncertain Tax Positions

requires that tax position be recognized or derecognized based on more likely than not threshold

This applies to positions taken or expected to be taken on tax return The Company analyzed filing

positions in all of the federal and state jurisdictions where they are required to file income tax

returns including its status as pass-through entity For fiscal year 2011 the only periods subject to

examination for federal and state tax returns are 2008 through 2011 The Company believes its

income tax filing positions including its status as pass-through entity would be sustained on audit

and does not anticipate any adjustments that would result in material change to its consolidated

financial position Therefore no reserves for uncertain tax positions nor interest and penalties have

been recorded

09 Furniture Equipment Software and Leasehold Improvements

The Company records depreciation and amortization on the straight line method based on estimated

useful lives of two years for software and the related software licenses four
years

for quotation

equipment six years for data processing and communications equipment and ten years for furniture

and fixtures Leasehold improvements are amortized over the lesser of the estimated useful lives of

the improvements or the terms of the related leases

Drafts Payable

Drafts payable represent amounts drawn by the Company against bank

Ii Notes Receivable from Employees

From time to time the Company issues loans to employees Some of these loans are nonnegotiable

and forgiven over pre-deterrnined period of time on schedule determined by the Company as

long as the employee remains employed by the Company Forgiveness of the principal and interest

amounts will appear as noncash compensation to the employee in each monthly paycheck

Use of Estimates

The preparation of consolidated statements of financial condition in conformity with U.S generally

accepted accounting principles requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities at the date of the consolidated statements of financial

condition and the reported amounts of revenues and expenses during the reporting period Actual

results could differ from those estimates Significant items subject to estimates and assumptions

include the fair value of investments and other contingencies

Cash Segregated under Federal and Other Regulations

Cash of $2 at December 31 2011 and 2010 respectively has been segregated in special reserve bank

account for the benefit of customers under Rule 15c3-3 of the Securities and Exchange Commission

SEC

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December 312011 and 2010

Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31 2011

and 2010 consisted of the following

2011

Securities failed to deliver/receive

Amounts receivable from/payable to clearing broker

Amounts receivable from/payable to clearing organizations

Amounts receivable from/payable to other broker

Receivable Payable

132198 444220

78504

305727

675917 2038

808115 830489

2010

Securities failed to deliver/receive

Amounts receivable from/payable to clearing broker

Amounts receivable from/payable to clearing organizations

Other

Receivable Payable

88277 116987

249985

649812

94864 33609

183141 1050393

The Company clears certain of its transactions through another broker-dealer on an omnibus basis The

amount payable to the clearing broker relates to the aforementioned transactions and is collateralized by

securities owned by the Company

Receivable from and Payable to Customers and Noncustomers

Amounts receivable from and payable to customers and noncustomers principally directors of

the Company include amounts due on cash and margin transactions Securities owned by customers and

noncustomers are held as collateral for receivables Such collateral is not reflected in the consolidated

statements of financial condition and may be repledged by the Company See further discussion of

collateral at notes and 10

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December3l2011 and 2010

Securities Owned and Securities Sold Not Yet Purchased

Securities owned and securities sold not yet purchased consisted of trading securities at

December 31 2011 and 2010 as follows

2011 2010

Owned
Marketable securities at market value

State and municipal obligations primarily located in

the Commonwealth of Virginia 8896571 9748625

Auction rate preferred securities 112500 15885000

Certificates of deposit 105000

U.S Treasuries 749250

Corporate bonds 264034 876718

Corporate stocks 102117 100219

10124472 26715562

Sold not yet purchased at market value

Corporate stocks 11104 107495

Municipal obligations ______________
100254

11104 207749

FASB ASC 820-10 establishes fair value hierarchy that prioritizes the inputs to valuation

techniques used to measure fair value The hierarchy gives the highest priority to unadjusted quoted

prices in active markets for identical assets Level measurements and the lowest priority to

measurements involving significant unobservable inputs Level measurements The three levels of

the fair value hierarchy are as follows

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

Company has the ability to access at the measurement date

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

either directly or indirectly

Level inputs are unobservable inputs

The level in the fair value hierarchy within which fair measurement in its entirety falls is based on

the lowest level input that is significant to the fair value measurement in its entirety

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December31 2011 and 2010

The following table presents assets and liabilities that are measured at fair value on recurring basis

at December 31 2011

Fair value measurements

at reporting date using

Quoted

prices in

active Significant

markets for other Significant

identical observable unobservable

December 31 assets inputs inputs

2011 Level Level Level

Assets

Trading securities

State and municipal

obligations 8896571 8896571

Auction rate preferred

securities 112500 112500

U.S Treasuries 749250 749250

Corporate bonds 264034 264034

Corporate stocks 102117 19938 82179

Total 10124472 769188 9160605 194679

Liabilities

Securities sold not yet

purchased

Corporate stocks 11104 11104 ____________ ____________

11104 11104
____________ ____________

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December 312011 and 2010

The following table presents assets that are measured at fair value on recurring basis at

December 31 2010

Fair value measurements

at reporting date using

Quoted

prices in

active Significant

markets for other Significant

identical observable unobservable

December 31 assets inputs inputs

2010 Level Level Level

Assets

Trading securities

State and municipal

obligations 9748625 9748625

Auction rate preferred

securities 15885000 15885000

Certificates of deposit 105000 105000

Corporate bonds 876718 876718

Corporate stocks 100219 17325
_____________

82894

Total 26715562 17325 10730343 15967894

Liabilities

Securities sold not yet

purchased

Corporate stocks 107495 107495

Municipal obligations 100254 _____________ 100254

207749 107495 100254

Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December 312011 and 2010

The following table summarizes Level assets measured at fair value on recurring basis for the

year
ended December 31 2011

Assets

Beginning balances as of

January 2011 15967894

Total realized and unrealized gains

and losses included in

net income 1751785

Settlements out of level 17525000

Ending balance as of

December 312011 194679

There were no significant transfers between level and level of the fair value hierarchy during the

year
ended December 31 2011

The following table summarizes Level assets measured at fair value on recurring basis for the

year ended December 31 2010

Assets

Beginning balances as of

January 12010 14.395571

Total realized and unrealized gains

and losses included in

net income 175000

Purchases issuances and

settlements into out of level 1750000

Transfers in out of level 2677

Ending balance as of

December 31 2010 5.967894

The Company had no assets or liabilities that were measured at fair value on non-recurring basis as

of December 31 2011 or 2010

10 Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December31 2011 and 2010

Furniture Equipment Software and Leasehold Improvements

Furniture equipment software and leasehold improvements are summarized as follows

2011 2010

Furniture 3843372 3745965

Equipment 5316947 4937208

Software 2851382 2846263

Leasehold improvements 3372454 3347407

15384155 14876843

Less accumulated depreciation and amortization 1271 8898 11917596

Total furniture equipment software and

leasehold improvements net 2665257 2959247

Short-Term Bank Loans

Short-term bank loans are used to finance loans to customers and noncustomers who have purchased

securities under margin agreements and to finance trading and investment securities These loans are

generally made at the short-term collateralized borrowing rate 1.15% and 1.25% at December 31 2011

and 2010 respectively and are payable on demand In addition the Company has $1 million unsecured

line of credit with commercial bank The interest rate on this line of credit is prime 3.25% at

December 31 2011 and 2010 and any borrowings are payable upon demand

Short-term bank loans and related collateral outstanding at December 31 2011 and 2010 were as follows

Loans Collateral

2011 2010 2011 2010

Collateralized by company
securities 6115000 9080000 6230716 9240090

Collateralized by customer

securities 2165000 4478934 6378971

Collateralized by noncustomer

securities 305000 3640000 354087 3644600

Unsecured line of credit 100000 100000

6520000 14985000 11063737 19263661

Subordinated Borrowings

The Company has approval from the NYSE for Revolving Note and Cash Subordination Agreement

the Agreement with bank for up to $7500000 at prime 3.25% at December 31 2011 and 2010 1%
The Company must pay commitment fee of 1/8% for any unused portion of the Agreement There were

no amounts outstanding under the Agreement at December 31 2011 or 2010 respectively

11 Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December31 2011 and 2010

The subordinated borrowings are available in computing net capital under the SECs Uniform Net Capital

Rule Rule 15c3-1 To the extent that such borrowings are required for the Companys continued

compliance with minimum net capital requirements they may not be repaid

10 Financial Instruments

In the normal course of its business the Company enters into various transactions involving

off-balance-sheet financial instruments These financial instruments include the purchase and sale of

securities pursuant to new issuances These transactions are used to meet the needs of customers conduct

trading activities and manage market risks and are therefore subject to varying degrees of market and

credit risk

In addition the Company has sold securities that it does not currently own and will therefore be obligated

to purchase such securities at future date The Company has recorded these obligations in the

consolidated statements of financial condition at the market values of the related securities and will incur

loss if the market value of the securities increases subsequent to year-end

In the normal course of business the Companys customer activities involve the execution settlement 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 loss

The Companys customer securities activities are transacted on either 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 margin basis subject to individual exchange

regulations Such transaction 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 In the event the

customer fails to satisfy its obligations the Company may be required to purchase or sell financial

instruments at prevailing market prices to fulfill the customers 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 Companys customer financing and securities settlement 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 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 daily basis

12 Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December 312011 and 2010

The Company has concentration of credit risk in the Commonwealth of Virginia since significant

portion of its customer base resides in that state This is mitigated through the Companys policy of

maintaining custody of collateral for all of its margin account customers in accordance with various

regulatory and internal guidelines

11 Commitments and Contingencies

The Company leases its office space
and certain office equipment and software under operating leases

expiring at various dates through 2021 Minimum future rental payments required under such leases that

have initial or remaining noncancelable lease terms in excess of one year at December 31 2011 are as

follows

2012 2602161

2013 1400392
2014 1028776

2015 671546

2016 585930

2017 and thereafter 2156125

Total minimum lease

payments 8444930

The Company is party to certain legal and regulatory actions arising in the normal course of business

Management of the Company after consultation with outside legal counsel believes that the resolution of

these various actions will not result in any material adverse effects on the consolidated financial position

results of operations or liquidity of the Company

During fiscal year 2010 and 2009 the Company on its own behalf offered to purchase municipal auction

rate preferred securities ARPS issued and distributed by Nuveen Investments LLC and sold by the

Company to clients prior to February 12 2008 the auctions for which were not clearing To be eligible for

the offer the eligible securities must have been issued by Nuveen Investments LLC and sold to an account

of the Company prior to February 12 2008 The Company offered to purchase from eligible holders all

eligible securities at par
value plus accumulated dividends if any to the payment date This offer expired

at December 31 2010 and no customers held Nuveen ARPS as of December 31 2010 During fiscal year

2011 these securities were redeemed at par by Nuveen

12 Variable Interest Entities VIEs

The Company has determined that several entities in which it is the managing member meets the definition

of VIE However Davenport is not the primary beneficiary and accordingly does not consolidate the

funds under ASC 810 Consolidation These entities have assets of approximately $215603000 and

$119011504 at December 31 2011 and 2010 respectively Management fees received by the Company

from these entities were approximately $2220000 and $1342000 for the
years

ended December 31 2011

and 2010 respectively

13 Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December31 2011 and 2010

13 Net Capital Requirements and Capital Redemption Agreement

The Company is subject to the SEC Rule 15c3-1 and the New York Stock Exchange Inc which requires

the maintenance of minimum net capital The Company has elected to use the alternative method

permitted by the rule which requires that the Company and its subsidiaries maintain minimum net capital

as defined equal to the greater of $250000 or 2% of aggregate debit balances arising from customer

transactions The net capital rules also provide that equity capital may not be withdrawn or cash

distributions paid if resulting net capital would be less than 5% of aggregate debits At December 31 2011

the Companys net capital as defined of $27738030 was 54% of aggregate debit balances and was

$26683493 in excess of the minimum net capital required At December 31 2010 the Companys net

capital as defined of $21158889 was 43% of aggregate debit balances and was $19658889 in excess of

the minimum net capital required

The Members have agreements with holders of all their outstanding common stock whereby the Members

are required to repurchase the stock in the event of stockholders death or retirement The Company has

agreements with the Members whereby it will distribute to the Members capital sufficient for the

Members to complete the redemption subject to compliance with the rules of the New York Stock

Exchange Inc The purchase price for such shares and the related units of the Company are determined by

the Members boards of directors and the Companys board of managers respectively

During the
years

ended December 31 2011 and 2010 cash distributions of Members interests were as

follows

2011 2010

Income accumulated in prior year
distributed to members

during the current year 4603750 3627993

Income accumulated in the current year
distributed to

members during the current year 5175161 4239400

Repurchase of members units for redemption of

members common stock 1393340 2305394

Total cash distributions of members interest 11172251 10172787

14 Continued



DAVENPORT COMPANY LLC
AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

December3l2011 and 2010

14 Subsequent Events

The Company has evaluated subsequent events for potential recognition and/or disclosure in the

December 31 2011 financial statements through February 28 the date the financial statements were

issued On January 30 2012 the Company renewed an existing commercial building lease agreement for

lease term of 10 years As result of the lease amendment the minimum operating lease payments are

expected to increase $16 million over the amounts in the tabular presentation of future minimum rent

payments under non-cancellable operating leases in Note 13 Commitments and Contingencies

15
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procedures for the purposes of rxpressing our opinion on the oi solidated statements of Ii tanc ial

condition hut not for the purpos of expressing in op nion on the etfec iveness of the oiiipan inteinal

control Accoidingly ss do not ext ress an opinion on the effctiveness of the ontpan internal coutiol

Also as equn ed Rule of the Securities nd Fxchange Commission SI ha\ made

study of the piactices and pioceciures follo\\ ed by the ompany iaclading considetation of aontrot

acti ities Im sa tbguai ding seem itics his study included tests of coinpl iance ith such pi ictices and

procedures that we consideied reics ni to the objectis es sta ed in RuIc 1a5g in the folloani

Maknig the periodic comput uons of aggregate ndebtedness or aggregate debits and net capital

under Rule 7a 3a II nid the resorse required by Rule 5c3 3e

Making the quarterly securitIes cxaminatio is counts sen hcations and cornpai isons and the

recordation of differences required by Rule l7al

Complying ith the Iequii ements foi pi ornpt iyrnent lbr securities undei Section of Federal

Resers Regulation of the Board of lOS ci nors of die Federal Reserve stem and

Obtaining and maintaining hvsicfi possession ot control of all full paid and excess miii gin

securities of customers as iequired by Rule l5cU3

he management of the Company is iesponsihle Fr establishing and ii aintaining nitcrnal control and the

piac
tices and procedures eF ri ed to in the precedink paiagraph In Id illing this responsibility estimates

and judgments managein ni ate required to assess tue expected enefits and ielated costs of controls

and of the practices and pioceduies ieferied to in the preceding paiagraph and to issess whether those

practices and procedures can be expected to cI ieve the SI pies ionsl mentioned objectives svo of

the objectis es of internal ntrul and the practices and pioceduics are to pros ide nianaccinent with

reasonable hut not absolute assuranc that assets fbi sslnch the Company has responsibility are sbbguai dccl

against loss horn uiiauthoi iied use oi dispositic and that transactions ate executed ui accoi dance ith

management authorization and cern ded properly to pin mit the pre ai ation of consolidated statements of

financial condition in coufom niity with LI generally ccc pted accounting principles Rule 7a lists

additional objectis es of the piactices and mocedures listed in the preceding paragiaph



Because of inheient lunitations in internal contiol and the tiactices and procedwes relericd to abuse euoi

or hand nitty occur dud nut 1w aewctvd \lo projection of airy ealuation of thun to futur pwiod lZb

subject to the iisk that thty mas beiome inadequate because of changes in conditions or that the

effectiveness of then sign operation may detcriou te

deficiency in internal contiol oasis when thi dc.sign or opeiation of contiol does not allow

management oi emploees in normal cowsi peiloiming thcii assigntd funt.tions to present ot

detect and conect misstatements on hillel basis significant defluency is deficiency or

combination of deficiencies in inteinal tontrol that is less seseic than mateiial we kness set impoitant

enough to merit attention thost ci
argec

with goveinancc

material weakness is deficiency 01 combination of deticienues in intern contiol such that there is

reasonable possibilit that mateiial misstatement of ompans financial statements ss ill not be

presented oi detected and curectec on timely basis

Ow consideration of internal contol was for the linutcd purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in intunal coin thu might be mateiiil

wcaknesses We did not ida tilS any deficiencies intrn control nd control actisiues lot safeguaidmp

sccw tiles that we consider be ma trial weaknesses as de med pies iously

We understand that practices
and piocedwes thu accomplish the objcctises iefened to in the sccond

parapraph of this repoit aic considuc.d by the SLC to be adequate for ts puiposes in accoidante with the

Secu itics xchange et of l34 and telated regulstkns and that irectices aid procedwes Jut do not

accomplish such objecthes ii all mateiial iespccts indicite matuial inadcquacy foi such pwpoces Based

on dns understanding and on our study we belies that time omp4nss piactices
and piocedwes as

descilbed in the second paragraph of this repoit wee adequate at Decenmbei OIl to meet the SIC

objectives

his repoit is intendul solely for the in for nation md us of the Board of Diiectors management the SI

the Finanual Industiy Regulatory Authority inc and othei iegulatoiy igencies that iely on Rule ha Sg
under the Securities Ixehange Act of 1934 in their icgulation of reg steied broleis-dealers and is not

intended to be and should no be used by any onc othei than these specified parties

iebmuaIy 28 2012
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