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OATH OR AFFIRMATION

I, Tanya Massie, swear {or affirm] that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of NexBank Securities, Inc., as of December 31, 2011,
are trie and correct. | further swear (or affirm) that neither the company nor any partners, proprietor, principal
officer or director has any proprietary interest in-any account classified solely as that of a customer, except as

follows:

S el

5/ Signature

NICOLE SUE ROGERS
My Commission Expires
March 15, 2014

FINOP, Asst Vige President
Title

Notary Public

This report ** contains {check all applicable boxes):

Ef {a) FacingPage.
_{b} Statement of Financial Condition.
{ﬁ {c} Statement of Income{loss).
{77 {d} Statementof Changesin Financial Condition.
[ﬁ {e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors” Capital.
% {f} Statementof Changesin Liabilities Subordinated to Claims of Creditors.
{g} Computation of Net Capital.
O {h} Compuitation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3,
[ () information Relating to the Possession or Controt Requirements Under Rule 15¢3-3.
I {i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1
aind the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3
[ & AReconciation between the audited and unaudited Statements of Financial Condition with respect to
methods of consolidation.
@ {i} An Oathor Affirmation.
{m) Acopy of the SIPC Supplemental Report.
[z{ {n} A report describing any material inadequacies found to exist or found to have existed since the date of the
previous audit.

= par conditions of confidential treatment of certain portions-of this filing, see section 240.17a-5(e)(3).



S PavyNE & SMITH, LLC

Certified Public Accountants

Independent Auditors’ Report

The Board of Directors
NexBank Securities, Inc.

We have audited the accompanying balance sheet of NexBank Securities, Inc. (Company) as of December 31, 2011
and the related statements of income, changes in stockholder’s equity and cash-flows for the; year then ended. These
financial statements are the responsibility of the Company’s 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 examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An-audit-also includes assessing the accounting principles used
and significant estimates made by management, as. well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects; the financial position
of NexBank Securities, Inc. as of December 31, 2011 and the related statements of income, changes in stockholder’s
equity and cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information in the supplemental Schedule 'is-presented for purposes of additional analysis and is.not a required
part of the basic financial statements, but is supplementary information required by Rule 17a-5 under the Securities
Exchange Act of 1934. -Such information has been subjected. to the auditing procedures. applied in the-audii of the
basic financial statements and, in our opinion, is fairly stated in 4ll material respects. in refation to the basic financial
statements taken as a whole,

e o it LE7

January 20, 2012

5952 Royal Lane « Suite 158 « Dallas, 'TX 75230 +2147/363-9927 Fax 2147 363-9980



NEXBANK SECURITIES, INC.
Balance Sheet
December 31, 2011

{In Thousands)

ASSETS
Cash and cash gquivalents
Receivables:
Non-~customers
Affiliates
“Total receivables

Other assets

Total assets

LIABILITIES AND STOCKHOLD

Accrued liabilites

Total linbilities

Stockholder's equity:

Common stock (30.01 par value; 16,000 shares authorized;
1,000 shares issued and ocutstanding)

Paid in-surplus

Accumulated deficit

‘Total stockholder'sequity

Total liabilities and stockhoider’s equity

See accompanying notes to financial statements.

. 2 ~

$ 2,190



NEXBANK SECURITIES, INC.
Statément of Income

For the Year Ended December 31,2011

{In Thousands)
Revenue:
Accourit supérvision, investment advisory, and administrative services $ 4:075
Total revenue. . 4,075
Expenses:
Compensation and benefits 2,857
Regulatory fees 87
Other 781
Total expenses 3,725
Net income $ 350

See accompanying notes to financial statements:
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Balances, January 1,2011
Net income
Distributions to sharehoider

Balances; December 31,2011

NEXBANK SECURITIES, INC.

Statement of Changes in Stockholder’s Equity

For the Year Ended December 31, 2011

(In Thousands)
Retained
Earnings
Common Paid in {Accumulated  Comprehensive

Stock Surplus Deficit) Income Total
$ - 8 1940 & (1,195) $ 45
- 08 350 350
$ - $ 1940 § {845} $ 1,095

See accompanying notes to financial statements.
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Cash flows fromoperating activities:
Nyt income
Adjustints to reconcile net income to net
cash-provided by operating activities:

Depreciation and as

(lacrease) decrease iy assets:
Receivables from non-customers
Receivables from affiliates
Other assers

“[recrease in labilities:
Accrued liabilities

Nt st provided by operatingactivities
Cash floves from investing abtivitios
Sash flows from financing activitics
Nt increase v cash and cash aguivalénts
Cash and casheeguivalonts:
Beginning of year
End of year

NEXBANK SECURITIES, INC.
Statement of Cash-Flows
For the Year Ended December 31, 2011

{In Thousands)

See accompanying notes to financial statements.

.isu-‘ﬁ

356

8s

b

{27

675

1,316
2,190



NEXBANK SECURITIES, INC.
Notes to Financial Statements

December 31,2011

Organization and Nature of Business

NexBank Securities. Inc., a Delaware Limited Corporation is a wholly-owned subsidiary of NexBarnk Capital, Ine. (NCT).
Effective May 31, 2006, NCI purchased the existing partnership interests-of Prospect Securities, L.P. from its partners (who
are also the majority stockholders of NCI).for a purchase price. of approximately $366,000, which represented the book
value of the net assets at that date, Simultaneous with this transaction; the Company converted organizational forms from a
limited partnership to an S Corporationand changed its nameto NexBank Securities, Inc. -

The Company is a registered broker-dealer with the Securities and Exchange Commission (SEC) and is a member of the

Financial Industry Regulatory Authority (FINRA). The Company operates under the exemptive provision of SEC Rule
15633 (k).

Sig ificant Aceounting Policies

Basis of Accounting

Thieaccompanying financial statements have been. prepared in accordance with accounting principles generally aceepted in
the United States of America.

Use of Estimates

‘The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that -affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include cash on-deposit,

The Company uses the indireet method to present cash flows from operating agtivities.

Furniture, Equipment, and Leasehold Improvements

Furniture, cquipment, and Ieaschold improvemenis ar reporfed at histuﬁ;:al cost less accumulated . deprecigtion.
Depreciation is determined by use of the straight-line method over the estimated life of the asset, of, inthe case of leasehold
imiprovements, the shorter-of the estimated 1ife or the remaining term of the related lease. Upon disposal of furniture and
equipment, the related gain orloss is included in-income:

Depreciation and amortization expense amounted-tv approximately $85,000 1or the year ended December 31, 2011,
Recognition of Revenue

Marketing fees and interest income are accrued and recognized as they are eamed.

Income Taxes

The Company is taxed as an S Corporation for federal income tax putposes. As such, the Company is not subject to-Federal
income tax. The taxable income or loss applicable to the-operations of the Company is includable:in the Federal income tax

returns of its shareholders. Conseguently, no provision -or liability for Federal income taxes hag been reflected in the
accompanying financial statements.



NEXBANK SECURITIES, INC.

Fair Values-of Financial Instruments:

ASC Topic 820, “Fair Valie Measurements and Disclosures,” defines fair value, establishes a framework for measuting, fair
value in generally .accepted: accounting principles, and requires certain disclosures about fair value measurements. In
general, fair values of financial insteuments are based upon quoted market prices, where available. If siich quoted market prices
are not available, fair value is based upon internally developed models. that primarily. use, ‘as inputs, ebservable market-based
parameters, Valuation adjustments may be:made to ensure that financial instruments are recorded at fair value. These
adjustments may include amounts to reflect-counterparty credit-quality and the Company's creditworthiness, among. other
things, as well as unobsérvable parameters. Any such valuation adjustiments are applied consistently over time.

Subsequent Events

The Company has evaluated subsequent events for pﬁt‘cmij,ai fecognition andfor disclosure thmugh the date these: financial
statements were issued.

Recent Aceounting Pronouncements

In April 2011, the FASB. issued Accounting Standards Update 2011-02, .4 Creditor’s Determination of Whether a
Restrueturing is @ Troubled Debt Restructuring (Topie 310). ‘This standard clarifies which loan modifications constitute
troubled debt restructurings-and. is-intended to assist creditors in determining whether a modification of the terms of a
receivable meets the criteria to be consideréd a troubled debt restructuring, both for purposes of recording an impairment
loss and for disclosure of toubled debt restructurings. This standard is effective for annual periods ending after
December 18, 2012. This statement is not expecied to have a material impact on the Company’s financial statemenis.

in April 2011, the FASB issued Accounting Standards Update 2011-03, Trmmfers and Servicing ~ Reconsideration. of
Effective Control-for Repurchase Agreements (Topic 860). This standard is intended to improve financial reporting of
repurchase agreements and other agreemeits that both entitle-and obligate a transferor to repurchase or redeem financial
assets before their maturity. This statement removes from the assessment of effective control (i) the eriterion requiring
the transferor to have the ability to repurchase or redeem:the financial assets on substantially the agreed terms, even in
the event of default by the transferee, and (ii) the collateral maintenance guidance related to that criterion. This standard
is effective for periods beginning on-or after December 13, 2011, This statemient s not expected to have a material
impact onthe Company’s financial statements.

In May 2011, the FASB issued Accounting Standards Update 2011-04, Fair Value Measurement - Amendments 1o Achieve
Commion Fair Value Measurement and Disclosure Requirements in U5 GAAP and IFRSy (Topic 820}, ‘This-standard
amends Topic 820, Fair Value Méasurements und Disclosures, 1o converge the fair value measurement guidance in US.
generally accepted accounting principles-and Internationsl Financial Reporting Standards. This. standard clarifies the
application of existing fair valué measurensent requirements, changes cettain principles in Topic 820 and requires additional
fair value disclosures. This standard is-effective for annual periods beginning after December 15, 2011 This statement
is notexpected to have 2 material impact on the Comipany’s financial statements.

I Jung 2011, the FASB issued Accounting Standards Update 2011-08, Comprehensive Income — Presentation of
Comprehensive Income {Topic 220). This standard amends Topic 220, Comprehensive Income, to-tequire that all notiowner
changes in stockholders” equity be presented in either a single continuous statement of comprehensive income or in two
separaté but consecutive statements. The option-to: present components: of ‘other comprehensive income as part ‘of the.
statement of changes in stockholders’ equity was éliminated. This standard is effective for annual periods ending after
December 15,2012, ‘This statement is not expected to have'a-material impact on the Company’s financial statements,

In September 2011, the:FASB issued Accounting . Standards Update 2011-08, /ntangibles-— Goodwill (Topic 350). This
standard ‘amends Topie 350 and simplifics the current two-step goodwill impairment test by permitting entities to first
perform a qualitative assessment to-determine whether it is more likely than not (a likelihood of more than: 50 percent) that
the fair.value of a reporting unit is less than its carrying amount, Based on'the results of the qualitative assessment, if the
entity determines that it is more likely than not that the fair value of a reporting tnit is less than its-carrying amount, it would
then perform the first step of the goodwill impairment tost; otherwise, no:further impairment test would be required. This
standard is effective for periods beginning afier December 15, 2011, This statement is not expected {o have a material
impact on the Company’s: financial statements.
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NEXBANK SECURITIES, INC.

In December 2011, the FASR issued Accounting Standards Update 201510, Property, Plant. and Equipment (Topic 360).
The amendments in this update clarify the diversity in practice about whether the guidance in Subtopic 360-20 applics to the
derecognition of in substance real estate when the parent Ceases to have-a controlling financial interest in-a:subsidiary that is
in substance real estate-because of a default by the subsidiary on its nonrecourse-debt: The gmdance emphasizes that the
accounting for such transactions is based on their substance rather than the;r_ fsrm This standard is cffective for periods
ending after December 15, 2013. This statemeit: is not expectéd to Have a material impact on the Company’s financial
statements,

in December 201 1; the FASB issued A‘ccounting Standards Update 2011-1Y, Balance Sheet (Topic 210). The amendments
in this update eénhance disclosures by requiring improved information about financial inStraments and derivative instruments
that are either offset or subject to an enforceable master netting. arrangement or similar agreement, This standard is effective
for-annual reporting periods beginning January 1, 2013. This statement is not-expected to have o aterial. impact on the
Company’s financial statements.

In December 2011, the FASB issued Accounting Standards Update 2011-12, Comprehensive Income {Fopic 220). The
amendment defers the. effective date for the amendments to-the presentation of reclassification adjustments. items out of
accumulated other comprehensive income. The amendments are beitig made to allow the Board time to redeliberate whether
to present on the face of the-financial statements the effects of reclassifications out of accumulated othér comprehensive
income. This stanidard is effective for fiscal years m&mg after Decemmber 15, 2012, This statement is ot expected to have
a material impact on the Company’s financial statements.

Related Party Transactions

The Company derives the majority of its income on products -and marketing: it performs for and on behalf of Highland
Capital Managenient; L.P. (HCMLP), HEMLP is an-entity whichis.owned principally by the majority stockholders of NCI.
Approximately: $3,782,000 (93% of total revenue) was derived from transactions involving HCMLP and/or various other
affitiated entities ‘during 2011. The Company’s future operations are: dependent on its'continued revenuc. stream from
HCMLP.

Certain expenses incurred by affiliated entities are allocated to the Company pursuant to the terms of a management
agreement befween these entities. Total expenses allocated to the Company and expensed by the Company ‘during 2011
amounted to approximately $278,000, including rent allocation of approximately $185,000, as discussed in Note 5.

Total receivables from affiliates amounted o approximately $86,000 at December 31,2011



NEXBANK SECURITIES, INC.

ommitments, Guarantees and Contingent Liabilities

The Company is involved in §ega¥-actjqns arising from normal business activitics. Managenicnt believes that these actions
are without merit-or that the ultimate liability, if any, resulting from them will not materially affect the financial position or
results of operations of the Company.

As more fully discussed in Note 9 to the accompanying financial statements, Barrier-Advisors, Inc. (BAl), an affiliate
through: common ownership; was merged with and into the Company effective January 1, 2012, BAI leases its primary
office facility under 4 non-cancelable lease agreement which expires August 31,2022, ‘Following is'a summary'of future
minimum lease commitments under this agreement (in thousands):

Year Amount
2012 $ 249
2013 180
2014 174
2013 , 197
2016 181
Thereafter — 1.724
$ 2.705

Additionally; the Company is-allocated rent expense from HOMLP for its out-of-state marketing facifities. Total rent
expense incurfed for the year ended December 31, 2011 amounted to approximately $227,000, of which approximately
$183,000 was allocated from THCMLP.

The Company does not anticipate any material losses as a result of the commitments and contingent Habilities.

Net Capital Requirements

The Company is-requited by Rule 15¢3-1 of the Securities Exchange Act of 1934 to maintain minimum net capital as
defined, which is:the greater of $3.000 or 6.67% of total aggregate indebtedness.

- At December 31, 2011, the Company had total net capital and total aggregate indebtedness, as defined, of approximately

$865.000 and $1,260,000, respectively, resulting in aratio of aggregate indebtedness to net capital of 145.75 10 1.00. Total
net capital was approximately $781,000above the minimum required net capital of approximately $84,000.

In accordance with the disclosure requirements of SEC Rule:17a-5(d)(4), there were no material differences between the

audited. computation of net capital and the-Company’s corresponding Part IIA of its quarterly Financial and Operational
Combined Uniform Single Report at December 31, 2011,

Customer i’rotecfien, Reserves and Custody of Securities

The Company does not held customer a¢counts, funds; or scourities:



NEXBANK SECURITIES, INC.

Fair Value

The fair valae of an asset or Hability is:the price that would be received to-sell that asset'or paid to-transfer that Hability in-an
orderly transaction occurring in the principal market (or most advantageous market in the absence of a principal market) for
such asset or liability, In estimating fair-value, the Company utilizes valuation techniques that are. consistent with the market
approach; the income approach and/or the cost approach. Such valuation techniques are consistently applicd. Inputs fo valuation
techniques include the assumptions that market participants would use-in pricing an asset or Hability. ASC Topic 820,

“Fair Value Measurements and Disclosures,™ establishes a fair value hierarchy for valuation inputs that gives the highest priority
10 quoted prices in active markets for identical assets or Habilitics and the lowest priority to unobservable inputs. The fair value
hierarchy is as follows: '

. Level 1 Inguts - Unadjusted quoted prices i active markets for identical assets or liabilities that the repotting
entity has the-ability to access at the measurement date.

o Level'? Inputs - Inputs-other than quotéd prices included in Level | that are observable for the asset or
Tability, either direutiy orindirectly. These might include quoted prices for similar agsets or liabilities in active
markets, quoted pnces for identical or similar assets or liabilities in: markets that are not active; inputs other
than quoted prices. that are observable for the ‘asset or liability {such as interest rates, volatilities,
prepayment speeds, creditisks, ete.) or inputs that are derived principatly from or corfoborated by market data
by correlation or othermeass..

. Level 3 Inputs - Unobservable inpuls for determining the fair values of assets or Habilities that reflect an
cntity’s- own assumptions about the assumptions that market participants would use in pricing the assets or
liabilities.

In gmcml fair value is based upon quoted market prices, where available. 1f such quoted market prices are not available, fair
value is based upon internally developed models that primarily use; as inputs, observablé market-based parameters. Valuation
adjustments may be made fo ensure that financial instruiments are resorded at fair value. These adjustiments may include amounts
to reflect counterparty credit quality and the Company’s creditworthiness, among other things, as well as unobservable parameters.
Any-such valuation adjustments are applied consistently over time. The Company’s valustion methodologies may producea fair
value-caléalation that ivay not be indicative of net realizable value or reflective of future fair values, While management
believes the Campany’s valuation methodologies are appropriate and consistent-with other market participants, the use of different
methodologies or assumptions to-determiné:the fair-value of certain financial instruments could resull in a different estimate
of fair-value al the reporting date. Furthermore, the reported fair value amounts have not been comprehensively revalued since
the presemtation “dates, and- therefore, estimates of fair value affer the balance sheet date may differ significantly from the amounts
presented herein.

The Company had no assets or liabilities subject to fair value measurement either on & recurring or non-recurring basis at
December 31,2011

Subsequent Event

On January-1; 2012, Barrier Advisors, Ine-(Barrier), an affiliate through common ownership, was mergéd with and into the
Company. Fmaneml Accounting Standards Board (FASB) ASC 805, “Business. Combinations” excludus transfers-of net
assets or exchanges 0f ¢qiity interests between entities-undér common control from- its scope; however, does siate that
transfers of net: assets or exchanges of equity interests between entitics under commeon control are to be accounted for
similar to the: pooling of interests miethod (“as-if pooling-of-interests™) in that the entity that rec¢ives the net assets or the
cquity interests initially recognizes the. assets and liabilities: transferred -t their carrying amounts in the accounts of the
transferring entity at the date of transfer. Because the Company and Barrier were under common control at the time of the
acquisition, the transfer of assets and liabilities to the Company will be accounted for at historical cost in-a manner similirto
a pooling of interests.

-10-
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NEXBANK SECURITIES, INC
Computation of Net Capital under'SEC Rule 15¢3-1
Deceniber 31, 2011

{In Thousands)

Computation of Net Capital under Rule 15¢3-1

Net capital:

Total stockholder's equity $ 1095

Less deduction for fidelity bond deductible > $5,000 70
Less non-allowable assets:

Cash depositsat affiliated financial institition in‘excess

of amount allowable 67

Receivables from non-costomers 4

Receivables from affiliates 4

Other assets 75

Net capital prior to:haircuts on securities positions 865
Liess haircuts on sécurities gositions o

Net capital as defined by Rule-F5¢3-3 §63
Minimun net capital required . 84
Excess netcapital 781
Agpregate indebledness:

Accmed liabilities 1.260

Tote] aggregate indebtedness § 1260
Ratio.of aggrégate indebtedness 1o net capital 145,75

The Company claims exemption from Rule 15¢3-3 of the Securities Exchange Act of 1934 under the provisions
of paragraph k(2)(i).

In accordance with the disclosure requirements of SEC Rule 17a-5(d)(4), there were no material differences
between the audited computation of net capital and the Company’s corresponding Part HA of its quartecly
Financial- and Operational Combined Uniform Single Reportat December 31, 2011,

‘12"



NexBank Securities, Inc.
Dallas, Texas

Report of Independeat Accountants on

Agreed-Upon Procedures Related to
SIPC Assessment Reconciliation

December 31, 2011



Certified Public Accountanis

[) S PAYNE & SMITH, LLC

To the Board of Directors of
NexBank Securities, Inc.

In accordance with Rule 173-5(e)(4) under the Securities Excharige Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying schedule of Assessment and Payments.(Form
SIPC:TT) to the Securities Investor Protection Corporation (SIPC) for the year'ended December 31, 2011,
which were agreed to by NexBank Securities; Inc. and the Securities and Exchange Commission, Financial
Industry Regulatory Authority, Inc. and the SIPC; solely to assist you and thé .other specified parties in
evaluating NexBank Securities, lnc. compliance with the appiicable instructions of the Transitional Assessment
Reconciliation (Form SIPC-7T). NexBank Securities, Inc.’s management is responsible for its compliance with
those requirements. This agreed-upon procedures engagemient was conducted in accordance with standards
established by the American Institute-of Certified Public Accountants. The sufficiency of these procedures is
solely the responsibility of those parties specified in this report. Consequently, we make no representation
regarding the sufficiency of the-procedures described below either for the purpose for which this reporthas been
requested or for any other purpose: The procedures we performed and our findings are as follows:

1. Compared the listed -assessinent payments in Form SIPC-7T with respective cash disbursement
records eritries, noting no differences;
2. Compared the amounts reported on the andited Form X-17A-5 for the yéar ended December 31,
2011, as applicable, with the amounts reported in Form SIEC-7T for the year ended December 31,
2011, noting no differences (see Exhibit:1);
3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and supporting
documentation, noting no differences (see Exhibit 1);
4. Provided the arithmetical accuracy of the calculations reflécted in Form SIPC-7T and in the
relating schedules and supporting documentation (see Exhibit 1);
5. Verified that no-overpayment was applied to the currént assessment with the Form SIPC-7T on
which it was originally computed.
We were not engaged to, and did not conduct an examination, the objective of which would be the expression of
an opinion on compliance. Accordingly, we do not express such an-opinion. Had we performed additional
procedures, other matters might have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the specified parties: listed above and is not
intended to be and should be used by anyone other than those specified parties.

Popne 5 il L

January 20, 2012

5952 Royal Lane » Suite 158 « Dallas; TX 73230 <214/ 363-9927+ Fax 214/ 363-9980



NEXBANK SECURITIES, INC

Exhibit 1
Reconciliation of Form SiPC-7T to
Statement of Operations
For the Year Ended December 31, 2011
{En Thousands)

FFEM NO,
2b. Additions:

Total revenue (FOCUS Line 12/Part HIA Line 9, Code 4030) 5 4075

Total revenue subject to additional assessment for the period 4075

Genieral assessment (at the rate of.0025) 10

Less credit for amount paid with Form SIPC-6 _ 4
Amount paid with Form SIPC-7T $ 6



NexBank Securities, Inc.
Dallas, Texas

Report of Independent Auditors on

Internal Control Required
By SEC Rule 17a-5

December 31, 2011



PAYNE & SMITH, LLC
Certified Public Accountants

January 20, 2012
CONFIDENTIAL

To the Board of Directors of
NexBank Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of NexBank
Securities, Inc. (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 its 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 &
study of the practices and procedures followed by the Company, including tests of 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
2. Determining compliance with the exemptive provisions of Rule 15¢3-3,

Because the Company does not carry securities accounts for customers or perform custodial functions relating
to-customer securities, we-did not réview the practices and procedures followed by the Company in any of the
following:

1. Making quarterly securities examinations, counts, verifications, and comparisons, and the recordation
differences required by rule 17a-13;

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governots of the Federal Reserve System; and

3. Obtaining and maintaining physical possession or control of all paid and excess margin securities of
customers as required by Rule 15¢3-3,

5952 Royal Lane * Suite 158 » Dallas, TX 75230 « 214/ 363-9927 » Fax 214/ 363-9980



The Board of Directors
NexBank Securities, Inc.
Japuary 20,2012

Page 2

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the proceeding paragraphs and for verifying that the Company has
established and maintained internal control and the practices and procedures referred to in the preceding
paragraphs in its performance of duties associated with carrying customer cash balances and ‘the custody. of
securities. In fulfilling these responsibilities, estimates and judgments by management are required to:assess the
expected benefits and related costs of control 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-the preparation of financial
statements in accordance 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 or the practices and procedures referred to above, errors or
fraud may oceur and not be detected. Also, projection of any evaluation of internal control to future periods is
subject to the risk that controls may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate,

A contro} deficiency 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-misstatements on a timely
basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the entity’s ability to initiate, authorize, record, process; or report financial data reliably-in accordance
with generally accepted accounting ‘principles such that there is more than a remote likelihood that a
misstatement of the entity's financial statements that is more than inconsequential will net be prevented or
detected by the entity’s internal control.

A material weakness is a deficiency, or combination of significant deficiencies, that resulis in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
the entity’s internal control.

Our consideration of internal conitrol was for the limited purposes described in the preceding 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 previous paragraphs
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 at December 31, 2011 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Company’s Board of Directors and Stockholder,
the SEC, the National Association of Securities Dealers, Inc., and other regulatory agencies that rely on Rule
172-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is
ot intended to be and should not berused by anyone other than these specified parties,

Very truly yours,
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