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OATH OR AFFIRMATION

Thomas Yee swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Navy Federal Brokerage Services LLC as

of December 31 20 12 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

JEAN SNEAD

My Commisswn Expires Jun30 2015 Presidet
Title

ary Public

This report contains check all applicable boxes

Facing Page
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 15c3-3

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

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3-1 and the

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

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

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies
found to exist or found to have existed since the date ofthe previous audit

Forconditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3
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Independent Auditors Report

To the Board of Managers of

Navy Federal Brokerage Services LLC

We have audited the accompanying financial statements of Navy Federal Brokerage Services LLC the

Company which comprise the statement of financial condition as of December 31 2012 and the related

statements of income changes in member interest and cash flows for the year then ended

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on the financial statements based on our audits We conducted

our audits 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 from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statements The procedures selected depend on our judgment including the assessment of

the risks of material misstatement of the financial statements whether due to fraud or error In making

those risk assessments we consider internal control relevant to the Companys preparation and fair

presentation of the financial statements in order to design 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 Accordingly we express no such opinion An audit also includes evaluating the

appropriateness of accounting policies used and the reasonableness of significant accounting estimates

made by management as well as evaluating the overall presentation of the financial statements We
believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for our

audit opinion

Opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Navy Federal Brokerage Services LLC at December 31 2012 and the results of its

operations and its cash flows for the year then ended in accordance with accounting principles generally

accepted in the United States of America

PricewaterhouseCoopers LLP 1800 Tysons Boulevard McLean VA 22102-4261
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Other Matter

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

whole The information contained in Schedules and is presented for purposes of additional analysis

and is not required part of the financial statements but is supplementary information required by Rule

17a-5 under the Securities Exchange Act of 1934 The 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

February 25 2013



Navy Federal Brokerage Services LLC
Statement of Financial Condition

December 31 2012

Assets

Cash $2573825

Receivables from broker dealer 752381

Receivables from affiliates 57692

Accounts receivable 272

Prepaid expenses 135.631

Total Assets $3.5 19.801

Liabilities

Accounts payable and accrued liabilities to affiliates 733588

Accounts payable and accrued liabilities other 47509

Total Liabilities 781097

Member Interest

Members interest 4500000
Retained deficit 176l296
Total Members Interest 2738704

Total Liabilities and Members Interest $3.5 19.801

The accompanying notes are an integral part of these financial statements



Navy Federal Brokerage Service LLC
Statement of Income

December 31 2012

Revenue

Securities and brokerage commission $9808219

Insurance and fixed annuity commission 820271

Interest and miscellaneous income 19.501

Total revenue 10647991

Expenses paid to affiliates

Compensation commission and benefits 6882453

Office occupancy 815553

Software licensing 9660

Management fees paid to NFFG 575390

Other expenses

Professional and consulting services 1017318

Clearance fees 34506

Office operations 122355

Marketing and promotional programs 200110

Travel meals and seminars 98581

Licensing registration dues and subscriptions 255175

Other expenses 49209

Total expenses 10060310

Net income $587681

The accompanying notes are an integral part of these financial statements



Navy Federal Brokerage Services LLC
Statement of Changes in Member Interest

Year Ended December 3L 2012

Members Retained Total

Interest Earnings

Balance December 31 2011 $4500000 $2348977 $2151023

Net income 2012 587681 587681

Balance December 31 2012 4.500.000 $1.76 1.296 $2.738.704

The accompanying notes are an integral part of these financial statements



Navy Federal Brokerage Services LLC
Statement of Cash Flows

For the Year Ended December 31 2012

Cash flows from operating activities

Net income $587681

Adjustments to reconcile net income to net cash

Provided by operating activities

Increase decrease in operating assets

Receivables from broker dealer 121099
Due from affiliate 20967
Account receivables 2267

Prepaid expenses 13802

Increase decrease in operating liabilities

Accounts payable and accrued liabilities due to affiliates 195187

Accounts payable and accrued liabilities due to others 10256

Total adjustments 51842

Net cash provided by operating activities 639523

Cash

Beginning of the year 1934.302

End of the year $2.573.825

The accompanying notes are an integral part of these financial statements



Navy Federal Brokerage Services LLC
Notes to the Financial Statements

Year-Ended December 31 2012

Organization and Nature of Business

Navy Federal Brokerage Services LLC NFBS or the Company is wholly-

owned subsidiary of Navy Federal Financial Group LLC NFFG and ultimately

wholly-owned subsidiary of Navy Federal Credit Union NFCU NFCU is

federally chartered credit union domiciled in Virginia NFBS is licensed to do

business in the State of Virginia and is member firm of the Financial Industry

Regulatory Authority FINRA The Company has been providing sales and

trading services since 2006

The Company is marketing vehicle for mutual funds unit investment trusts

variable annuities flexible premium variable life insurance public limited

partnerships financial planning and discount brokerage services Services are

primarily provided to credit union members The Company executes exchange

listed and over the counter securities transactions on an agency capacity and

clears on fully-disclosed basis through Pershing LLC

Summary of Significant Accounting Policies

Basis of Presentation

NFBS
prepares

its financial statements on the accrual basis of accounting in

accordance with generally accepted accounting principles of the United States

The significant accounting policies followed by the Company are summarized

below

Cash

Cash includes money market savings account which is payable on demand held

at Wells Fargo Company and checking account at Navy Federal Credit Union

with funds totaling $56100

Receivables from broker dealer

Receivables include funds due from CUSO Financial Services CFS which

represents cash balances and deposits with commissions and interest receivable

from Pershing the Companys clearing broker less any fees that CFS charges for

the services they provide CFS provides back office
support for NFBS through

tn-party agreement The Company is subject to credit risk should the clearing

broker or CFS be unable to repay the balance reflected on the statement of

financial condition However the Company does not anticipate non-performance

by either the clearing broker or CFS The carrying value approximates the fair

value as the balance is short term The Company cleans all of its securities

transactions through its clearing broker on fully disclosed basis Pursuant to the



terms of the agreement between the Company and the clearing broker the

clearing broker has the right to charge the Company for losses that result from

counterpartys failure to fulfill its contractual obligations

The Company monitors the credit standing of the clearing brokers and all

counterparties with which it conducts business All receivables due from the CFS

and the clearing broker were received subsequent to year-end

Revenue and Expenses

Securities transactions for the Companys customers are executed and cleared by

independent clearing agents on fully-disclosed basis Customers security

transactions are reported on settlement date basis Fees paid to the clearing

agent are recorded as expenses when incurred

Commission earned on customers investment in mutual funds securities and

insurance products are recorded on an accrual basis and are included in

commission income

Management fees are paid directly to NFFG for sales support rent marketing and

administrative services Fees paid to NFFG are recorded as expenses when

incurred Please refer to note for further discussion

Income Taxes

NFBS is wholly-owned limited liability company and is considered

disregarded entity for federal tax purposes Consequently the Company records

no income tax expense

Use of 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 amount of assets and liabilities

the disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenue and expenses during the reporting

period Actual results could differ from those estimates

Contingent Obligations

In the normal course of business the Company enters into contracts that confirm

variety of representations and warranties which provide general indemnifications

The Companys maximum exposure under these arrangements is unknown as this

would involve future claims that may be made against the Company that have not

occurred The Company expects the risk of loss to be remote NFBS maintains

Error and Omissions insurance as well as fidelity bond to help mitigate losses

10



Related Party Transactions

The Company contracts with NFFG to provide sales support rent marketing and

administrative services The contract is month-to-month with 30 day right to

cancel by either party Total expenses incurred for the aforementioned services

with NFFG totaled approximately $5028400 for the year ended December 31

2012 NFCU provides payroll processing services for NFFG Commission

earned by employees of NFFG and NFCU supporting NFBS paid to NFCU was

$3254600

Receivables and Payables

Included in the accounts receivable as of December 31 2012 are amounts due

from Navy Federal Asset Management LLC NFAM and NFCU of $57592 and

$100 respectively In accordance with the management agreement with NFAM
services and expenses used by employees appointed by both NFBS and NFAM
are allocated to NFAM at month-end

Included in the accounts payable as of December 31 2012 are amounts due to

NFFG and NFCU of approximately $229800 and $11000 respectively These

amounts represent salary commission benefit reimbursement and other

miscellaneous expenses for NFFG employees appointed by NFBS or support the

business functions of NFBS

Included in the accrued liabilities as of December 31 2012 are accrued salaries

and commissions of $490200

Regulatory Requirements

NFBS is an introducing broker/dealer and does not carry or hold securities

accounts for customers or perform custodial functions relating to customer

securities As result NFBS is exempt for rule 5c3-3 Exemption under

Section k2ii is claimed as other brokers clear all transactions with and for

customers on fully disclosed basis and the Company does not otherwise hold

funds or securities for or owe money to customers

As broker-dealer and FINRA member firm the Company is subject to the

SECs Uniform Net Capital Rule 5c3-1 which requires the maintenance of

minimum net capital and requires that the ratio of aggregate indebtedness to net

capital both as defined shall not exceed to in the first
year

and 15 to

thereafter At December 31 2012 the Company had net capital of $2340495

which was $2288423 in excess of its required net capital of $52073 The

Companys aggregate indebtedness to net capital ratio was .33 to at December

31 2012

II



Navy Federal Brokerage Services LLC
Schedule Computation of Net Capital Under Rule 15c3-1 of the Securities

and Exchange Commission

December 31 2012

Total member interest $2738704

Deduct members interest not allowable for net capital

Total members interest qualified for net capital $2738704

Deductions and br charges

Total nonallowable assets from statement of financial condition 394209

Net capital before haircuts on securities positions $2344495

Securities

Other Fidelity bond deductible 4000

Net Capital S2.340.495

Computation of basic net capital requirement

Aggregate indebtedness 781.097

Net capital requirements based on the greater of $50000 or

six and two thirds percent of aggregate indebtedness 52.073

Excess net capital S2.288.423

Ratio of aggregate indebtedness to net capital .33 to

Statement Pursuant to Paragraph of Rule 17a-5 of the Securities and Exchange

Commission

There is no difference between this computation of net capital and the corresponding

computation prepared by the Company for inclusion in its unaudited Part hA FOCUS

Report revised filing as of February 14 2013
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Navy Federal Brokerage Services LLC
Schedule II Computation for Determination of Reserve Requirement and

Information Related to Possession or Control Requirements for Brokers and

Dealers Pursuant to SEC Rule 15c3-3 of the Securities and Exchange Commission

December 31 2012

The Company is exempt under the provisions of Rule 5c3-3 pursuant to Section

k2ii
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To the Board of Managers of Navy Federal Brokerage Services LLC

In planning and performing our audit of the financial statements of Navy Federal Brokerage Services

LLC the Company as of and for the year ended December 31 2012 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 the 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 such practices and procedures that we

considered relevant to the objectives stated in Rule 7a-5g in making the periodic computations of

aggregate indebtedness and net capital under Rule 7a-3a1 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 quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 17a-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 17a-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

control deficiency 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

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

PricewaterhouseCoopers LLP i800 Tysons Boulevard McLean VA 22102-4261

703 918 3000 703 918 3100 www.pwc.com/us
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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 2012 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Managers management the

SEC the Financial Industry Regulatory Authority 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

February 25 2013
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Report of Independent Accountants

To the Board of Managers of

Navy Federal Brokerage Services LLC

In accordance with Rule 7a-5e4 of the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying General Assessment Reconciliation

Form SIPC-7T of the Securities Investor Protection Corporation SIPC of Navy Federal Brokerage

Services for the period from January 2012 through December 31 2012 which were agreed to Navy

Federal Brokerage Services the Securities and Exchange Commission Financial Industry Regulatory

Authority Inc and the Securities Investor Protection Corporation collectively the specified parties

solely to assist the specified par-ties in evaluating Navy Federal Brokerage Services compliance with

the applicable instructions of Form SIPC-7T during the year ended December 31 2012 Management

is responsible for Navy Federal Brokerage Services compliance with those requirements This

agreed-upon procedures engagement was conducted in accordance with attestation 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 report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments on page items 2B and 2F of Form SIPC-7T with

the respective cash disbursement records entries as follows Payment in the amount of $86

was compared from detailed general ledger to Bank statement account number 7005392118

covering the period January 2012 to June 30 2012 check number 3020 paid on July 12

2012 Payment in the amount of $184 was compared from detailed general ledger to Bank

statement account number 7005392118 covering the period January 2012 to December

31 2012 check number 3194 paid on January 2013 Bank statements and detailed GL was

obtained from Cindy Kirk AVP Subsidiary Accounting No differences were noted

Compared the Total Revenue amount reported on page line of the audited Form X-17A-5

for the year ended December 31 2012 with the Total revenue amount of $10647991 reported

on page item 2a of Form SIPC-7T for the period from January 2012 through December

31 2012 Detailed general ledger was obtained from Cindy Kirk AVP Subsidiary Accounting

No differences were noted

Compared any adjustments reported on page items 2b and 2c of Form SIPC-7T with the

supporting schedules and working papers as follows

Compared deductions on line revenues of $10476783 to the detailed general

ledger provided by Cindy Kirk AVP Subsidiary Reporting No differences were noted

Compared deductions on line revenues not related either directly or indirectly to the

securities business of $19501 to the detailed general ledger provided by Cindy Kirk

AVP Subsidiary Reporting No differences were noted

PricewaterhouseCoopers LLP 1800 Tysons Boulevard McLean VA 22102-4261

703 918 3000 703 918 3100 wWw.pwc.com/us
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Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the

related schedules and working papers obtained in procedure as follows

Recalculated the mathematical accuracy of the SIPC Net Operating Revenues on

page line 2d and the General Assessment .0025 on page line 2e of $151707

and $379 respectively of the Form SIPC-7T No differences were noted

Compared the amount of any overpayment applied to the current assessment on page item

2C of Form SIPC-7 with page item 2H of the Form SIPC-7T filed for the prior period ended

December 31 2011 on which it was originally computed No differences were noted

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on the Companys preparation of Form SIPC 7-1 in accordance with the

applicable instructions 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 management and the board of directors of

Navy Federal Brokerage Services the Securities and Exchange Commission Financial Industry

Regulatory Authority Inc and the Securities Investor Protection Corporation and is not intended to be

and should not be used by anyone other than these specified parties

February 25 2013
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