GENERAL MEETING OF THE BOARD OF DIRECTORS
OF THE
CENTRAL TEXAS REGIONAL MOBILITY AUTHORITY

RESOLUTION NO. 08-24

WHEREAS, the Central Texas Regional Mobility Authority (“CTRMA™) was created pursuant
to the request of Travis and Williamson Counties and in accordance with provisions of the

Transportation Code and the petition and approval process established in 43 Tex. Admin. Code
§ 26.01, ef seq. (the “RMA Rules™); and

WHEREAS, the Board of Directors of the CTRMA has been constituted in accordance with the
Transportation Code and the RMA Rules; and

WHEREAS, in Resolution No. 05-04, dated January 5, 2005, the Board of Directors approved an
Investment Policy to ensure that CTRMA funds are invested effectively and wisely: and

WHEREAS, the Investment Policy specifies that the Chief Financial Officer of the CTRMA
shall maintain a list of approved brokers/dealers authorized to provide investment services to the
CTRMA; and

WHEREAS, in Resolution No. 05-16, dated January 26, 2005, the Board of Directors approved a
list of authorized brokers/dealers and provided that such list may be amended from time to time
in accordance with the CTRMA Investment Policy; and

WHEREAS, the CTRMA Chief Financial Officer has recommended that the CTRMA list of
approved brokers/dealers by amended to include First Allied Securities, Inc. and the Board of
Directors desires to approve such recommendation.

NOW THEREFORE, BE IT RESOLVED, that the Board of Directors of the CTRMA hereby
amends the CTRMA brokers/dealers list to include First Allied Securities, Inc. in accordance
with the Investment Policy.

Adopted by the Board of Directors of the Central Texas Regional Mobility Authority on the 30th
day of April, 2008.

Submitted and reviewed by: Approved:
. T
mgp&m( z Robert E. Tesc
Counsel for the Central Chairman, Board of Directors
Texas Regional Mobility Authority Resolution Number 08-24

Date Passed 04/30/08
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CENTRAL TEXAS REGIONAL MOBILITY AUTHORITY SECURITY
BROKER/DEALER QUESTIONNAIRE

Mame of Firm: First Allied Securities, Inc.

Primary Representative: Keith Miller
Acct Executive: Keith Miller Title: Financial Consultant
Phone Number: 704-470-4167

Is your firm registered with the Texas Securities Commission?

( )No (+)Yes [Includz copy of registration) Copy of FINRA Texas Registration enclosed.

Is your firm NASD/FINRA certified/registered? ( )No (v }Yes [Include copy of certificates.] Enclosed.
Dioes your firm come under SEC regulation and their Uniform Net Capital Rule (Rule 152c3-1)7(  No(*)Yes
What was your firm’s total volume in US Treasuries/Agencies during your last fiscal year?

Firmwide * £ 3 Billion # of Transactions 3000

Local Office s 219 MM # of Transactions: 111

* We believe this 1o be a conservative good faith estimate.

Which instruments are traded regularly by the local desk?

( ¥ )Treasuries ( ¥)Agencies (¥ YOther
Please pravide comparable public sector references.

Mame of Entity Contact Name Phone Number

City of Dinuba, CA Elizabeth Munes 559-591-5900
Semitropic Water Storage District John Wooner 661-758-5113
Kaukauna W1 Electric Utility Mike Kawula 020-462-0239

Please submit a copy of your annual financial report. Enclosed.
Please submit a copy of all necessary paperwork to establish an account with your firm. Enclosed

Phs:dmmheaupkﬂhmmﬂkmbﬁwemﬂwhﬂuﬁymﬂw&m.ﬁuﬂﬂiiﬁmmuﬁﬁmmhm
CTRMA CFO will discuss possible investment purchases for various finds and verbally authorize purchase. We will
pnﬂnmhmﬂmiﬁunmtﬂmﬁguhﬁEbihaﬂ&ﬁwmﬂM’shmkﬂagwﬂmmm
typically 10 basis poinis. We will send written instructions of trade information to CTRMA by email or facsimile.
CTRMA will sign and send to bank to authorize settlement. We will make recommendations based upon the arbitrage

rules and position for bond proceeds, anticipated cash flow needs, market conditions and the investment policy.
Do you clear through another firm? 1f so, what firm? Yes, Pershing, Wells Fargo and Bear Steams.

Has your firm ever been subject to a regulatory or state or federal agency investigation for allezed improper, fraudulent,
disreputable or unfair activities related to the sale of government securities or money market instruments? Have any

of your employees ever been so investigated? Explain. No.

-11=



First Allied Securities, Inc.

Consolidated Statement of Financial Condition
December 31, 2007
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Independent Auditors’ Report

The Board of Directors
First Allied Securities, Inc.

We have audited the accompanying consolidated statement of financial condition of First Allied
Securities, Inc. as of December 31, 2007, that you are filing pursuant to rule 17a-5 of the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company's
management. Our responsibility is to express an opinion on this financial statement based on our
andit.

We conducted our andit 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 consolidated statement of financial condition is free of material
misstatement. An andit includes consideration of internal control over financial reporting as a basis
for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statement of condition,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated statement of financial condition referred to above presents fairly,
in all material respects, the consolidated financial position of First Allied Securities, Inc. as of
December 31, 2007, 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 consolidated statement of
financial condition. The information contained in Schedule 1 is presented for purposes of
additional analysis and is not a required part of the consolidated statement of financial condition,
but is supplementary information required by rule 17a-5 under the Securities Exchange
Commission Act of 1934. Such information has been subjected to the auditing procedures applied
in the audit of the consolidated statement of financial condition and, in our opinion, is fairly stated
in all material respects in relation to the consolidated statement of financial condition.

B0 deidoman, LLFP

February 27, 2008



First Allied Securities, Inc.

Consolidated Statement of Financial Condition
Year Ended December 31, 2007

#

Assets

Cash and cash equivalents 5 8,656,558
Receivable from clearing brokers 11,114,691
Due from affiliate 742,555
Securities owned, at market value 364,259
Notes receivable, net 6,943,509
Goodwill 34,979,064
Contracts acquired, net of accumulated amortization of $1 ,047,180 1,466,053
Furniture, equipment, and leasehold improvements, at cost,

less accumulated depreciation and amortization of $357,095 939,475
Prepaids and other assets 2,429,584

Tota]assets_

— = — T r——— = E‘ ﬁs&

Liabilities and Stockholder’s Equity

Liabilities
Commissions payable § 5322963
Accounts payable and other liabilities 4,581,234
Securities sold, not yet purchased, at market value 463,319
Income taxes payable 2,944,948
Deferred income tax liabilities, net 498,380
Total liabilities 13,810,844

Commitments and contingencies

Stockholder’s equity 53,854,904

Tulal llahllmcs and stockhnldw 5 equﬂy $67,665,748
See accompanying :um.-m-rj- qf accounting policies and notes 1o financial statements.




First Allied Securities, Inc.

Summary of Significant Accounting Policies

*

Organization First Allied Securities, Inc. (FAS or the Company) is a wholly owned subsidiary of
FAS Holdings, Inc. (the Parent) whose ultimate parent is Advanced Equitics
Financial Corp (AEFC). FAS’® primary activities include the brokerage of equity
and fixed-income securities as well as the sale of investment company shares, asset
management services, and insurance products. FAS is a registered broker/dealer
and member of the Financial Industry Regulatory Authority (FINRA), and is also a
registered investment advisor pursuant to the Investment Advisors Act of 1940.

FAS has agreements with non-affiliated clearing brokers fo clear securities
transactions, carry customers’ accounts on a fully disclosed basis, and perform
certain recordkeeping functions. Accordingly, FAS operales under the exemptive
provisions of the Securities and Exchange Commission (SEC) Rules 15c3-

3(k)2)G).

Consolidation The consolidated financial statements include the accounts of First Allied
Securities, Inc. and its wholly owned subsidiaries, First Allied Insurance Agency,
Inc. and First Allied Insurance Agency Inc. of Hawaii. All intercompany
transactions were eliminated upon consolidation.

Securities Transactions Principal transactions and commission revenue and expense are recorded on a trade-
date basis. Interest is recorded on an accrual basis.

Fair Value of Financial Substantially all of FAS" financial assets and liabilities are carried at market value

Instruments or at amounts, which, because of their short-term nature, approximate current fair
value.

Cash and Cash Cash and cash equivalents include cash in banks and highly liquid investments with

Equivalents an original maturity of three months or less and money market funds.

Goodwill and Goodwill represents the excess of the purchase price over the fair value of net asseis

Intangible Assets acquired in business combinations under the purchase method of accounting.

Pursuant to Statement of Financial Accounting Standards (SFAS) No. 142,
Goodwill and Other Intangible Assets, effective January 1, 2002, all goodwill
amortization was discontinued and goodwill is evaluated at least annually by
management for impairment, and more frequently in certain circumstances. The
evaluation includes assessing the estimated fair value of the goodwill based on
market prices for similar assets. Impairment exists when the carrying amount of the
goodwill exceeds its implied fair value. Because goodwill is treated as a non-
allowable asset for regulatory purposes, the impact of any impairment on goodwill
would not affect FAS® regulatory net capital.



First Allied Securities, Inc.

Summary of Significant Accounting Policies

(continued)
Goodwill and The costs assigned 1o contracts acquired, is an identified intangible asset that is
Intangible Assets amortized using the straight-line method over a period of seven years, the estimated
{continued) life of the contracts. Contracts acquired consist primarily of accounting advisory

managed contracts with customers. On an ongoing basis, FAS reviews the
valuation and amortization of the intangible asset, taking into consideration amy
events or circumsiances that might have diminished its value. In management’s
opinion, no impairment exists as of December 31, 2007.

Furniture, Equipment, Fumniture, equipment, and leasehold improvements are stated at cost less
and Leasehold accumulated depreciation. Furniture and equipment are depreciated using the
Improvements straight-line method over the estimated useful life of the asset, generally three to

five years. Leasehold improvements are amortized over the shorter of the estimated
useful life or the term of the lease.

Notes Receivable Included in other assets are forgivable loans made to investment executives,
typically in connection with their recruitment. These loans are forgivable based on
continued affiliation and are amortized over the life of the loan, which is generally
three to eight years, using the straight-line method.

Receivable from The receivable from clearing brokers represents cash on deposit and amounts due for

Clearing Brokers commissions earned. Cash deposits held at the clearing brokers and commissions
eamed collateralize amounts due to the clearing brokers, if any.

Investment Advisory Investment advisory fees are received quarterly but are recognized as eamed on 2

Income pro rata basis over the term of the confract.

Income Taxes FAS is included in the consolidated federal income tax return of AEFC. Federal

income taxes are generally allocated to FAS as if it had filed a separate retumn.
AEFC also files combined state tax returns in certain states. State taxes are also
allocated to FAS. thenedtaxmetsmﬂﬁnbilrﬁmmremgnimdfurtheﬁnum
mxmnmummﬂhmbiemdif&mmbuwnﬂwﬁnmia]mmm
cmryingammmufmdsﬁngassﬂsandﬁahﬂiﬁesmﬂthehmpmﬁumbam.
mfﬁrdmxm«mmtiabﬂfﬁesmmmmﬂdming:MEdMMﬁﬂpﬁtedm
apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities
of a change in rates is recognized in income in the period that includes the
enactment date.



First Allied Securities, Inc.

Summary of Significant Accounting Policies
{continued)

#

Use of Estimates The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management 10 make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities al the date of the financial
statements, and the reported amounts of revenues and expenses during the year.
Actual results could differ from those estimates.



First Allied Securities, Inc.

Notes to Consolidated Statement of Financial Condition

#

2.

3.

Income Taxes

Employee Benefits

Related Party
Transactions

The significant components of the Company’s deferred tax assets and liabilitics at
December 31, 2007 are as follows:

Deferred tax asseis

Accrued liabilities and reserves S 61,630

Stock options 70,000
__Depreciation 12,118
Gross deferred tax assels 143,748
Deferred tax liabilities

Contracts acquired (603,654)

Tax deductible intangibles (38,569)
Gross deferred tax liabilities (642,128)
E:l deferred tax liabili ﬂﬂsgﬂﬂ

FAS' employees are eligible for benefits under AEFC’s 401(k) Plan. Under the
401(k) Plan, each eligible employee may contribute up to 80% of their pretax
compensation, excluding commissions, subject to Internal Revenue Code
limitations. Eligible employees are eligible for matching company contributions,
which are generally a dollar for dollar match up to 6% of an employee’s
compensation. The matching contributions are generally subject to a five-year
vesting schedule.

The Company received commissions in connection with raising monies in securities
offerings in which an affiliate acts as an underwriter.

Pursuant to an expense sharing agreement with AEFC, certain compensation
ﬂpeawﬁofmeCumpmymmidhthchaﬂmwdmm:Cmupmy

Due from affiliate represents payments made by the Company to fund certain
activities of the Parent. At December 31, 2007, this balance does not bear any

interest.

The Company leases space from AEFC on a month to month basis on the same
terms as AEFC’s underlying lease.

AEFC issucs nonqualified stock options to employees of the Company in
connection with recruitment and future performance.



First Allied Securities, Inc.

Notes to Consolidated Statement of Financial Condition
{continued)

#

4.  Financial EAS clears all transactions on a fully disclosed basis with clearing firms that
Instrumenis with maintain all related records. In the normal course of business, FAS engages in
Off-Balance-Sheet activities involving the execution, settlement and financing of various securities
Risk transactions. These activities may expose FAS to off-balance-sheet risk in the event

that the other party to the transaction is unable to fulfill its contractual obligations.
FAS maintains all of its trading securities at the clearing firms, and these trading
securities collateralize amounts due to the clearing firms.

Customers are required to complete their transactions on the settlement date,
generally three business days afier the trade date. FAS is, therefore, exposed to risk
of loss on these transactions in the event of the customer’s or broker's inability to
meet the terms of their contracts, in which case FAS may have to purchase or sell
financial instruments at prevailing market prices. The impact of unsettled
transactions is not expected to have a material effect upon FAS' financial
statements.

The Company has agreed to indemnify its clearing brokers for losses that it may
sustain from the customer accounts introduced by the Company. As of December
31, 2007, there were no amounts to be indemnified to the clearing brokers for these

accounts.
5.  Net Capital FAS is subject to the Securities and Exchange Commission Uniform Net Capital
Requirements Rule (Rule 15¢3-1), which requires FAS to maintain minimum net capital. FAS has

elected to use the aliernative method permitted by Rule 15¢3-3, which requires that
FAS maintain minimum net capital, as defined, of $250,000. At December 31,
2007, FAS® net capital was $6,602,639 which was $6,352,639 in excess of its
required net capital of $250,000. The net capital rule may effectively restrict the
payment of cash dividends.



First Allied Securities, Inc.

Notes to Consolidated Statement of Financial Condition
(continued)

#

6. Leases, Commitments FAS leases certain office space under several noncancelable operating leases.

and Contingent Certain leases have renewal options and clauses for escalation and operating cost
Liabilities adjustments based upon increased cosis incurred by the lessor. Future minimum
rental commitments under the terms of the lease agreements as of December 31,
2007 are as follows:

2008 $179,355

2009 184,700

2010 77,890

$441,945

S— E—

In the normal course of business, there are various lawsuits, claims, and
contingencies pending against FAS. FAS is also involved in governmental and self-
regulatory agency inquiries, investigations and proceedings. In accordance with
SFAS No. 5, Accounting for Contingencies, we have established provisions for
estimated losses from pending lawsuits, claims, investigations and proceedings.
Although the ultimate outcome of the various matters cannot be ascertained at this
point, it is the opinion of management, afier consultation with counsel, that the
resolution of the foregoing matters will not have a material adverse effect on the
financial condition of FAS, taken as a whole, such resolution may, however, have a
material effect on the results of operations or cash flows in any future period,
depending on the level of income for such period.

7. SEC Rule 15¢3-3 Determination of Reserve Requirements Under Rule 15¢3-3 of the Securities
and Exchange Commission

The Company is exempt from the computation of the Reserve Requirement
pursuant to the exemptive provision of Rule 15c3-3(k)2)(11).

Information Relating to Possession or Control Requirementis Under Rule 15¢3-
3

The Company is exempt from the Information Relating to Possession or Control
Requirements Under Rule 15¢3-3 pursuant to the exemptive provision of Rule
15¢3-3(k)2)(i)-

10



First Allied Securities, Inc.

Schedule | - Computation of Net Capital for Brokers and Dealers
Pursuant to Rule 15¢3-1
Year Ended December 31, 2007

f

Net Capital
Stockholder’s equity 553,854,904
MNonallowable assets
Goodwill 34,979,064
Motes receivable, net 6,943,509
Contracts acquired, net of deferred tax of $498,380 967,673
Fumiture, equipment and leasehold improvements, net 939,475
Due from affiliates 742,555
Receivables from clearing brokers, non-allowable 648,387
Prepaids and other assets 1,972,433
Total nonallowable assets 47,193,096
Otther deductions — unsecured debits/short positions 184,941
Net capital before haircuts on securities positions 6,476,867
Haircuts on cash equivalents and securities 54,556
Met capital 6,422,311

Computation of alternative net capital requirement
Minimum net capital requirement 250,000

_Eﬂcﬁﬁﬂ capital - 5 EEJII

Reconciliation with Company’s computation (included in Part I of Form X-17A-5 as of December 31,
2007)

Net capital, as reported in Company’s Part Il (unaudited)

FOCUS Report 5 6,602,639
Unrecorded invoice (25410)
Accrual for compensated absences (350,000)
Reduction in bonus accrual 75,082
Decrease in income tax payable 120,000
Net capital per above 5 6,422,311

See accomparnying independent audifors' repart.

11



Independent Auditors’ Report on Internal Control Required
by Securities and Exchange Commission Rule 17a-5

The Board of Directors
First Allied Securities, lnc.

In planning and performing our audit of the consolidated financial statements and supplemental schedule
of First Allied Securities, Inc. (FAS) for the year ended December 31, 2007 in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s internal
control over financial reporting (intemal control) as a basis for designing our audit procedures for the
purpose of expressing our opinion on the cffectiveness of the Company’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g){1) of the Securities and Exchange Commission ("SEC"), we have made
a study of the practices and procedures followed by the Company, including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations of
aggregate debits and net capital under rule 17a-3(a)(11) and for 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 review the practices
and procedures followed by the Company in any of the following:

]. Making quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of 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 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 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 arc executed in accordance with
management's authorization and recorded properly to permit preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

continued...

12



Because of inherent limitations in internal control or the practices and procedures referred to above, error
or frand 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.

A control 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
misstaternents 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 not be prevented or detected by the entity’s internal control.

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

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 intemnal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2007, to meet the SEC’s
objectives.

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

SEC, FINRA, and other regulatory agencies that rely on Rule 17a-5(g) 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.

Certified Public Accountants

February 27, 2008
Richmond, Virginia

13



STATEMENT OF FINANCIAL CONDITION

Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon
Corporation)

Year ended December 31, 2007



UNITEDSTATES
SECURITIES ANDEXCHANGE CONDMISSION
Washington, D.C. 20549

ANNUAL AUDITED REPORT
FORM X-17A-5
PART Il

FACING PAGE
Information Required of Brokers and Dealers Porsuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Therennder

12731707
MM/DIVYY

REFORT FOR THE PERIOD BEGINNING 01/01/07 AND ENDING
MMDDYY

A. REGISTRANT IDENTIFICATION,

NAME OF BROKER-DEALER: FERSHING L1C DNLY

FIAM 1.D. NO.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.}

ONE PERSHIKO FLAZA

%o, mnd Sirest)
JERSEY CITY B3 071393
N 1y} [Stare) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

[Ares Code = Telephons Numeher)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whoss opinion is contained in this Repart®

KPMG LLP
(Harse — if imividunl, shte dst, firse. middie )
345 PARK AVE. KEW YORE ny 10154
Chabdecs) (City) {Skite) (Zia Cadel
CHECK ONE:

¥ Certified Public Accountant
O Public Accountant

0 Accountant not resideni in United Staics or any of its possessions.

FOR OFFICIAL USE ONLY

*Claims for exentption from the requirement that the annunl report be covered by the apinfon of an independent public accountant
must be supporied by a statement of facts and circumstances relied on ax the basis for the exemption, See Section 240.1Ta-3(el(2)

Potential persons who are to respond to the callection of
Informalion conteined in this form are not ired to respond
SEC 1410 (08-02) unlass mn?nmwsmmu;::ﬁd OMB control numbBr.



OATH OR AFFIRMATION

\We. Richard Brueckner and Dennis Wallestad, swear (or affirm) that, to the best of our knowledge 2nd beliel the
sccompenying siatement of financizl condition pertaining to the firm of Pershing LLC, as of December 31, 2007. is true
nd cormect. We further swear {or affirm) that neither the company nor any parmer, proprietor, principal officer or director
has any proprietary interest in any account classified solely as that of a customer and that the financial statzments and
supplemenial information of the Company are made availsble 1o all of the Company's members and allied members of the
New York Stock Exchange, Inc.

SAL RANM
NOTARY PUBLIC OF NEW JERSEY
My Comsslaslon Expies Feb. 25, 2011

,%‘z g =2
ta Tic ?

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

x (a) Facing Page.

x (b) Statement of Financial Condition.

O () Statement of Income {Loss).

O (d) Statement of Changes in Financial Condition.

O (e) Smiement of Changes in Stockholders’ Equity or Pariners’ of Sale Proprietors” Capital.

O (N Stmiement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requircments Parsuznt 10 Raule 15c3-3.

O (i) Information Relating Lo the Possession or Control Requirements Under Rule 15¢3-3.

O ) A Reconciliation, including appropriate explsnation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O ik} A Reconciliation betwern the audited and unaudited Stazements of Financial Condition with respect 10 methods of
consolidation.

% () An Osth or Affirmadon.

O {m) A copy of the SIPC Supplementzl Report. B

O (s} A rcpert describing any material inadequacies found to exist or found to have existed since the date of the previots andil.

**Far conditions of confidential treatment of certain portions of this filing, see section 240, ) 7o-5(2l30



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Statements of Financial Condition
Year ended December 31, 2007
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KPMG LLP
345 Park Avenus
Hew York, NY 10154

Independent Auditor’s Report

To the Board of Managers and Member of Pershing LLC

We have audited the accompanying statement of financial condition of Pershing LLC (the
“Company™) as of December 31,2007. This statement of financial condition is the responsibility
of the Company's management. Our responsibility is to express an opinion on this statement of
financial condition based on our audit.

We conducted our auditin 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 statement of financial condition is free of material
misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over
financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the statement of financial
condition, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall statement of financial condition presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Pershing LLC as of December 31, 2007, in conformity
with U.S. generally accepted accounting principles.

KPMe LLP

February 28, 2008

EPMAS LR 5 U5 it bty parirerstip, i foe LS
marrinar frm of CAG IManano, 3 Sins ORSeTthe.



Pershing LLC

(An indirect wholly owned subsidiary of The Bank of New York Mellon Corporation)

Statement of Financial Condition

December 31, 2007
{Dollars in millions)
Asseis
Cash and cash equivalents
Cash and securities segregated for regulatory purposes
Collateralized financing agreements:
Securities purchased under agreements to resell
Securities borrowed
Receivables:
Customers
Brokers, dealers and clearing organizations
Loans to affiliates
Intangible assets
Financial instruments owned, at fair value
Other assets
Total assets

Liabilities and member's equity
Liabilities:
Drafts payable
Collateralized financing agreements:
Securities sold under agreements to repurchase
Securities loaned
Payables:
Customers
Brokers, dealers and clearing organizations
Payables to affiliates
Financial instruments sold, but not yet purchased, at fair value
Accounts payable, accrued expenses and other

Subordinated indebtedness
Total liabilities

Member’s equity:

Meamber’s contributions
Accumulated earnings

Total member's equity

Total liabilities and member's equity

The accompanying notes are an integral part of this statement of financial condition

505
2229

296
1,185

5,681
1,348
361
34
114
433

12,186

428

135
731

6,296
1,634
568
41
417

10,250
730

10,980

369
637

1,206

12,186




1.

Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition

Organization and Description of Business

Pershing LLC (the “Company”) is a single member Deleware Limited Liability Company and
a wholly-owned subsidiary of Pershing Group LLC (the “Parent™) which is a wholly-owned
subsidiary of The Bank of New York Mellon Corporation (“BNY Mellon™).

The Company is registered as a securities broker-dealer with the Securities and Exchange
Commission (“SEC”) authorized to engage in fully-disclosed and omnibus clearing, sales and
trading and brokerage services. The Company is a member of the New York Stock
Exchange, Inc. ("NYSE"), American Stock Exchange, Inc., Financial Industry Regulatory
Authority (“FINRA™), Chicago Board of Options Exchange, Inc. and other regional
exchanges.

Summary of Significant Accounting Policies

The Company’s financial statements arc prepared in accordance with accounting principles
gencrally accepted in the United States of America which require the use of management’s
best judgment and estimates. Estimates and assumptions that affect the reported amounts in
the financial statements and accompanying notes may vary from actual results.

Certain prior year amounts have been reclassified to conform to current year presentation.
Cash and Cash Equivalents

The Company defines cash and cash equivalents as highly liquid investments with original
maturities of three months or less at the time of purchase, other than those held for sale in the
ordinary course of business.

Collateralized Financing Agreements

Securities sold under agreements to repurchase (repurchase agreements) and securities
purchased under agreements fo rescll (resale agreements) are treated as financing
arrangements and are carried at their contract amount, the amount at which they will
subsequently be resold or repurchased, plus related accrued interest. Repurchase and resale
agreements are typically collateralized by cash or government and government agency
securities and generally have terms from ovemight up to three months.

Securities borrowed and securities loaned are financing arrangements that arc recorded at the
amount of cash collateral advanced or received. For securities borrowed, the Company
deposits cash, letters of credit or other collateral with the lender. For securities loaned, the
Company receives cash collateral that typically exceeds the market value of securities loaned.

It is the Company’s policy to take possession of the underlying collateral, monitor its market
value relative to the amounts due under the agreements and, when necessary, require prompt
transfer of additional collateral or reduction in the loan balance in order to maintain
contractual margin protection. In the event of counterparty default, the financing agreement
provides the Company with the right to liquidate the collateral held.
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Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition (continued)

Interest and rebate revenues and expense are earned from collateralized financing transactions
and are accounted for on an accrual basis.

Receivables and Payables — Brokers, Dealers and Clearing Organizations

Receivables from brokers, dealers and clearing organizations include amounts receivable for
securities not delivered by the Company to a purchaser by the settlement date (“fails to
deliver™), net receivables arising from unsettled trades and the Company’s introducing
brokers’ margin loans. Payables to brokers, dealers and clearing organizations include
amounts payable for securities not received by the Company from a seller by the settlement
date (“fails to receive™), clearing deposits from introducing brokers, commissions, net
payables arising from unsettled trades and amounts payable to the Company's introducing
brokers.

Financial Instruments Owned

Financial instruments owned and related revenues and expenses are recorded in the financial
statement of financial condition on a trade date basis and include related accrued interest or
dividends. Fair value generally is based on published market prices or other relevant factors
including dealer price quotations.

Fixed Assets and Intangibles

Fixed assets are recorded at cost, net of accumulated depreciation and amortization.
Degpreciation is recorded on a straight-line basis over the useful lives of the related assets,
generally four to 15 years. Leasehold improvements are amortized on a straight-line basis
over the lesser of the term of the lease or 10 years. For internal-use computer software, the
Company capitalizes qualifying costs incurred during the application development stage. The
resulting asset is amortized using the straight-line method over the expected life, which is
generally five years. All other costs incurred in connection with an internal-use software
project are expensed as incurred.

Identifiable intangible assets arc amortized on a straight line basis over their cstimated useful
life, which is 15 years from the date of acquisition and are assessed annually for impairment
pursuant to the provision of SFAS No. 142, “Goodwill and other Intangible Assets” and
SFAS No. 144, “Accounting for Long Lived Assets and for Long Lived Assels to be Dispased

Cy: ¥
Exchange Memberships

The Company maintains memberships on various domestic exchanges. Exchange

memberships owned by the Company are carried at cost and included in other assets.

Assessments of the potential other than temporary impairment of camrying values are made

periodically. There were no exchange membership impairments in 2007. The Company’s .
carrying value of exchange seats is $1.3 million with a related market value of approximately

$9.6 million at December 31, 2007.



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition (continued)

Customer Transactions

Receivables from and payables to customers include amounts due on cash and margin
transactions. Securities owned by customers are held as collateral for receivables. Customer
securities transactions are recorded on a settlement date basis, which is generally three
business days after trade date. Securities owned by customers, including those that
collateralize margin or other similar transactions, are not reflected in the statement of
financial condition.

Restricted Stock Units

During the year, BNY Mellon issued restricted stock to employees, including certain
Company employees. BNY Mellon accounts for its plan in accordance with Statement of
Financial Accounting Standards (“SFAS") No. 123(R) “Share Based Payment”,
compensation cost is measured at the grant date based on the value of the award and is
recognized over the vesting period. The total liability associated with Restricted Stock Units
is $13.8 million at December 31, 2007 and is included in payables to affiliates on the
statement of financial condition.

Income Taxes

For U.S. federal, state and local income tax purposes, the Company has elected to be treated
as a separate taxable entity and as such will provide for income taxes in accordance with
SFAS No. 109 “Accounting for Income Taxes”. Deferred tax assets and liabilities are
recognized for temporary differences between the financial reporting and tax bases of the
Company’s assets and liabilities using the tax rates expected to be enacted when the asset or
liability is realized. Valuation allowances are established to reduce deferred tax assets to the
amount that more likely than not will be realized. Deferred tax assets and liabilities are
included on the statement of financial condition as a component of “other assets” and
“payables to affiliates,” respectively.

The Company reflects the pro-rata share of tax benefits of its ultimate Parent’s tax goodwill
amortization as member’s contribution on the statement of financial condition.

Recent Accounting Pronouncements

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board
(“FASB") Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109 (“FIN No. 487). FIN No. 48 clarifies the
accounting for uncertainty in income taxes recognized in a company's financial statements in
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 109,
Accounting for Income Taxes . FIN No. 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. The adoption of FIN No. 48 did not
have an impact on the Company’s financial statements.



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Motes to Statement of Financial Condition (continued)

3. Subordinated Indebtedness

At December 31, 2007, the Company had a subordinated debt agreement with the Parent and
another with BNY Mellon which bear interest at a rate of LIBOR plus 120 basis points
(6.45% at December 31, 2007) and which qualify as regulatory net capital in accordance with
SEC Rule 15¢3-1. Indebtedness of $480 million with the Parent qualifics as equity in the
debt to debt plus equity ratio and matures on March 31, 2013. Indebtedness of $250 million
with BNY Mellon matures on December 22, 2008. In accordance with SEC regulations,
subordinated indebtedness may not be repaid if net capital is less then 5% of aggregate debit
items, as defined, or if other net capital rule requirements are not met.

4. Receivables from and Payables to Brokers, Dealers and Clearing Organizations

At December 31, 2007, amounts receivable from and payable to brokers, dealers and clearing
organizations inclode ($ in millions):

Receivables:

Securities failed to deliver $ 335

Clearing organizations 91

Broker and dealers 922
Total receivahles § 1,348
Payables:

Securities failed to receive 5 532

Broker and dealers : 1,102

Total payables $ 1634

5. Related Party Transactions

Included in loans to affiliates on the statement of financial condition at December 31, 2007, is
approximately $8.1 million of receivables from affiliates related to operaling expenses.
Included in payables to affiliates on the statement of financial condition at December 31,
2007, is approximately $140.3 million of payables to affiliates related primarily to the
payable to BNY Mellon for taxes, technology charges allocated by an affiliate and lease
payments due to an affiliate for fixed assets.

On June 9, 2006, the Company entered into a lending agreement with an affiliate of the Bank.
The Company agreed to lend the affiliate $50 million which is included in loans to affiliates
on the statement of financial condition and bears an interest rate of 6.43% at December 31,
2007 and matures on June 9, 2011.

On December 28, 2007, the Company entered into a lending agreement with the Parent. The
Company agreed to lend the Parent $300 million which is included in loans to affiliates on



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition (continued)

the siatement of financial condition and bears an interest rate of 5.00% at December 31, 2007
and matured on January 3, 2008.

The Company has a $1 billion unsecured line of credit agreement with the Parent, principally
to finance purchases of securities by customers on margin. At December 31, 2007, there.
were borrowings of $25.6 million against the line of credit included in payables to affiliates
on the statement of financial condition and interest on such borrowings is al a rate of 3.31%.

The Company provides clearing services to various wholly-owned broker-dealers of the
Parent and indirect wholly-owned subsidiaries of BNY Mellon. Cash balances due to these
affiliates were approximately $117.3 million at December 31, 2007, which are included in
payables to affiliates on the statement of financial condition.

6. Fixed Assets

Fixed assets are included in other assets on the statement of financial eondition and consisted
of the following:

December 31,
2007

Capitalized software 5 61
Leasehold improvements 10
Computer equipment B
Computer software 7
Other 7
Total L 93
Less accumulated depreciation

and amortization (50)
Total L 43

7. Intangibles

Intangibles amounted to approximately $34 million, net of accumulated amortization of $2.1
million, at December 31, 2007. The original purchase agreement 1o acquire the assets of
certain introducing broker dealer contractual arrangements from Neuberger Berman, LLC
was dated September 7, 2006.

8. Regulatory Requirements

As a registered broker-dealer the Company is subject to the Uniform Net Capital Rule under
Rule 15¢3-1 of the Securities Exchange Act of 1934. The Company has elected to use the
alternative method of computing regulatory net capital requirements provided for in Rule
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(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)

10.

11.

Notes to Statement of Financial Condition (continued)

15¢3-1. Under the alternative method permitted by this Rule, the required net capital may not
be less than two percent of ageregate debit items arising from customer transactions or $1.3
million, whichever is greater. At December 31, 2007, the Company’s regulatory net capital
of $1.2 billion was 17.97% of aggregate debit items and in cxcess of the minimum
requirement by $1.1 billion. The Company’s debt to debt plus equity ratio was 12.90%.

Advances lo affiliates, repayment of borrowings, dividend payments and other equity
withdrawals are subject to certain notification and other provisions of the Rule 15¢3-1 and
other regulatory bodies.

Pursuant to Rule 15¢3-3 of the SEC, the Company may be required to deposit in a Special
Reserve Bank Account, cash or acceptable equivalents for the exclusive benefit of customers.
At December 31, 2007, the Company had $1.93 billion of cash and securities on deposit in
such accounts.

As a clearing broker, the Company has agreed to compuie a reserve requirement for the
proprictary accounts of introducing broker dealers (the “PAIB Reserve Formula”). The PAIB
calculation is completed in order for each correspondent firm that uses the Company as its
clearing broker-dealer to classify its assets on deposit at the Company as allowable assets in
the correspondents’ net capital calculation. The Company had $299 million of cash and
securities on deposit in such accounts.

Lease Commitments

The Company has non-cancelable leases for office space and equipment that expire on
various dates through 2021. At December 31, 2007, minimum future rentals on non-
cancelable operating leases are as follows (§ in millions): 2008, $18: 2009, 518; 2010, §19;
2011, $17; 2012 $18 and $145 for the years thereafter. At December 31, 2007, aggregate
sublease income for future periods ending in 2009 totaled $354 thousand.

Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporling purposes and the amounts
used for income tax purposes. For financial reporting purposes, net deferred tax assets at
December 31, 2007, of approximately $3.9 million are included in other assets on the
statement of financial condition. Deferred tax assets relate principally to depreciation,
amortization, state taxes, and reserves.

Pledged Assets and Guaraniees

At December 31, 2007, the market value of sccurities that the Company has pledged to
counterparties and clearing organizations was $1.7 billion, which is related to collateralized
financing and custody agreements. At December 31, 2007, the market value of securities
received as collateral from counterparties was $1.5 billion. The Company routinely re-
pledges, lends or resells these securities to third parties. At December 31, 2007, the market
value of collateral re-pledged or lent was $311 million.



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition (continued)

Obligations Under Guarantees

The Company has adopted the disclosure and recognition requirements for guarantees in
accordance with FASB Interpretation Number 45, Guarantor s Accounting and Disclosure
Reguirements for Guarantees, Including Indirect Guarantees of Indebredness of Others,
whereby the Company will recognize a liability at the inception of a guarantee for obligations
it has undertaken in issuing the guarantee, including its engoing cbligation to stand ready to
perform over the term of the guarantee in the event that certain events or conditions occur.
These recognition requirements perfain to any new guarantees issued subsequent to
December 31, 2002 or existing guarantees that were modified after December 31, 2002.

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

In connection with its securifies clearing business, the Company performs securities
execution, clearance and seitlement services on behalf of other broker-dealer clients.
Management believes the potential for the Company to be required to make unreimbursed
payments relating to such services is remote due to the contractual capital requirements
associated with clients’ activity and the regular review of clients’ capital. Accordingly, no
contingent liability is carried on the statement of financial condition for these transactions.

12. Financial Instrumentis and Related Risks

Customer Activities

Certain market and credit risks are ioherent in the Company's business, primarily in
facilitating customers® trading and financing transactions i financial instruments. In the
normal course of business, the Company’s customer activitics include execution, settlement,
and financing of various customer securities, which may expose the Company to off-balance
sheet risk in the event the customer is unable to fulfill its contractual obligations.

The Company's customer securities activities are transacted on either a cash or margin basis.
In margin transactions, the Company extends credit to customers, which is collateralized by
cash and/or securities in the customer’s account. In connection with these activities, the
Company executes and clears customer transactions involving securities sold but not yet
purchased and option contracts. The Company seeks to control risks associated with its
customer activities by requiring customers to maintain margin collateral in compliance with
various regulatory, exchange and internal guidelines. The Company monitors required
margin levels daily; pursuant to such guidelines, requires the customer to deposit additional



Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Mellon Corporation)
Notes to Statement of Financial Condition (continued)

collateral or to reduce positions, when necessary. Such transactions may expose the
Company to significant off-balance sheet risk in the event the margin is not sufficient to fully
cover losses which customers may incur. In the event the customer fails to satisfy its
obligations, the Company may be required to purchase or sell the collateral at prevailing
market prices in order to fulfill the customer’s obligations.

The Company’s customer financing and securities settlement activities may require the
Company to pledge customer securities as collateral in support of various secured financing
sources, such as securities loaned. Additionally, the Company pledges customer securities as
collateral to satisfy margin deposits of the Options Clearing Corporation. In the event the
counterparty is unable to meet its contractual obligation to refurn 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 obligation. The Company controls this risk by monitoring
the market value of securities pledged on a daily basis and by requiring adjustments of
collateral levels in the event of excess market exposures.

Credit Risk

As a securities broker and dealer, the Company is engaged in various securities trading and
brokerage activities servicing a diverse group of domestic and foreign corporations,
governments, and institutional and individual investors. A substantial portion of the
Company’s transactions is executed with and on behalf of institutional investors including
other broker-dealers, banks, U.S. government agencies, mutual funds, hedge funds and other
financial institutions. The majority of the stock borrow/stock loan business is conducted with
a single counterparty on a collateralized basis.

Credit risk is the potential for loss resulting from the default by a counterparty of its
obligations. Exposure to credit risk is generated by securities and currency settlements,
contracting derivative and forward wansactions with customers and dealers, and the holding
in inventory of bonds and/or loans. The Company uses various means to manage its credit
risk. The creditworthiness of all counterparties is analyzed at the outset of a credit
relationship with the Company. These counterparties are subsequently reviewed on a
periodic basis. The Company sets a maximum exposure limit for each counterparty, as well
as for groups or classes of counterparties. Furthermore, the Company enters into master
netting agreements when feasible and demands collateral from certain counterparties or for
certain types of credit transactions.

Financial Instruments With Off-Balance-Sheet Risk

The Company enters into various transactions involving derivatives and other off-balance
sheet financial instruments. These financial instruments include forward foreign exchange
contracts that are used to meet the needs of customers. Generally, forward foreign exchange
contracts represent future commitments to purchase or sell foreign currency at specific terms
at specified future dates. The Company mitigates the risk of these transactions by entering
into offsetting transactions with an affiliate.
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Notes to Statement of Financial Condition (continued)

Financial Instruments Owned and Sold, But Not Yet Purchased

The Company had financial instruments owned and sold recorded on the statement of
financial condition in financial instruments owned, at fair value and financial instruments
sold, but not yet purchased, at fair valuve as follows ($ in millions):

Financial
[nstruments

Financial Sold, But

Instruments Mot Yet

Crwned Purchased
Equities 5 47 $ T
Corporate debt 41 30
U.5. Government debt 8 3
Municipal debt 17 -
Other 1 1
5 114 4 41

Certain trading activities expose the Company to various risks. These risks are managed in
accordance with established management policies and procedures.

Market Risk

Market risk is the potential loss the Company may incur as a result of changes in the market
or fair value of a particular financial instrument. All financial instruments are subject to
market risk. The Company’s exposure to market risk is determined by a number of factors,
including size, duration, composition and diversification of positions held, the absolute and
relative level of interest rates and foreign currency exchange rates, as well as market volatility
and liquidity. The Company manages market risk by setting and monitoring adherence to
risk limits.

Financial instruments sold, represent obligations of the Company to deliver the specified
security at the contracted price and thereby, create a liability to purchase the security in the
market at prevailing prices. Accordingly, these transactions result in off-balance sheet risk,
as the Company’s ultimate obligation to satisfy the sale of financial instruments sold, may
exceed the amount reflected in the statement of financial condition.

Legal Proceedings
The Company is involved in legal proceedings concerning matters arising in connection with
the conduct of the Company’s businesses. The Company believes, based on currently

available information and advice of counsel, that the results of such proceedings, in the
agpregate, will not have a material adverse effect on the Company’s financial statements. The
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Company intends to defend itself vigorously against all of the claims asserted in these
matters.

15. Fair Value Information

At December 31, 2007, substantially all of the Company’s assets and liabilities were carried
at either market or fair value, or at amounts that approximate such values. Assets and
liabilities carried at contractual amounts that approximate fair value include collateralized
short-term financing agreements, receivables, payables and accrued liabilities, and
subordinated indebtedness. The market values of such items are not materially sensitive to
shifts in market interest rates because of the limited term to maturity of these instruments
and/or their variable interest rates.

16. Employee Benefit Plans

BNY Mellon sponsors a 401(k) plan (the “Plan”) for its active employees. The Plan offers
the Company’s employees the opportunity to plan, save and invest for their future financial
needs. All employees are eligible to participate and make before and after tax contributions
of up to 20% of their eligible compensation. The Company makes periodic contributions to
the Plan based on the discretion of Management.
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!j! E KPMG LLP

345 Park Avenus
Menas York, MY 10154

Report on Internal Control Required by SEC Rule 17a-5(g)(1)

To the Board of Managers and Member of Pershing LLC

In planning and performing our audit of the financial statements of Pershing LLC (the
“Company™), as of and for the year ended December 31, 2007, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s
internal control over financial reporting (“internal control™) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal
comntrol.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we
have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. This study included tests of
compliance with such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate debits and net capital under rule 17a-
3(a)(11} and the reserve required by rule 15¢3-3(e).

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

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

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

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls, and of the practices and procedures referred to in the
preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reascnable 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 conformity with U_S. generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control and the practices and procedures referred to
above, emor 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.

A control 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 not be prevented or detected by the
entity's internal control. A material weakness is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that 2 material misstatement
of the financial statements will not be prevented or detected by the entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and control activities
for safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Managers, management,
the SEC, Financial Industry Regulatory Authority, Inc,, and other regulatory agencies that rely on
rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers, and is not intended to be and should not be used by anyone other than these specified

parties,

KPMes LP

February 28, 2008



