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Oath of Affirmation

o

l, gy .__Timothy G. Murphy , swear (or affirm) fhat, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining
to the firm of Maxim Group LLC

as of December 31, 2004 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 a customer, except as follows:

A

Wl 1 ey’ — XLl

" LEO H. BORUCHOFF Signature
Notary Public, State of New York
MNo. ¢361500 . . .
Qualified In Bronz Cougty Chief Financial Officer

Commission Expires Oct nheo By

2 e 57 Title

Notary Public

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

X (a)  Facing page.
X (b)  Statement of Financial Condition.
X (¢)  Statement of Income (Loss).
X (d)  Statement of Changes in Financial Condition.
X (¢)  Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
®) Statement of Changes in Liabilities Subordinated to claims of General Creditors.
X (g)  Computation of Net Capital.
X (h)  Computation for Determination of Reserve Requirements Purusant to Rule 15¢3-3.
() Information Relating to the Possession or Control Requirements Under Rule 15¢3-3
X (§) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under

Rule 15¢3-3 and the Computation for Determination of the Reserve Requirements Under
Exhibit A of Rule 15¢3-3.
D (k) A Reconciliation between the audited and unaudited Statements of Financial Condition
with respect to methods of consolidation.
X )] An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since
the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).
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WAGNER & ZWERMAN LLP

Certified Public Accountants Mark Wagner. CPA
Andrew M. Zwerman. CPA

450 Wireless Boulevard. Hauppauge, NY 11788
(631) 777-1000 Fax (631) 777-1008
Email: staff @wzcpafirm.com

INDEPENDENT AUDITORS’ REPORT

To the Members of
Maxim Group LLC
Woodbury, NY

We have audited the accompanying statement of financial condition of Maxim Group LLC as of
December 31, 2004, and the related statements of income, changes in members’ equity and cash
flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Maxim Group LLC at December 31, 2004, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Wagner & Zwewman L L7

WAGNER & ZWERMAN LLP
Certified Public Accountants
February 3, 2005
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MAXIM GROUP LLC
STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2004

ASSETS

Cash and cash equivalents $ 7,055,680
Deposit with clearing broker 250,000
Receivable from broker-dealers and clearing organizations 2,530,484
Securities owned, at market value 1,902,435
Employee forgivable loans 795,137
Prepaid expenses 408,081
Capitalized organizational costs (net of amortization) 90,417
Goodwill 2,946,806
Security deposits and other assets 167,047
Furniture and office equipment $ 408,398

Less accumulated depreciation (113,618)

Total furniture and equipment 294,780
Total assets $__16.440.867
LIABILITIES AND MEMBERS' EQUITY

Liabilities
Securities sold, not yet purchased, at market value 775,079
Accounts payable, accrued expenses, and other liabilities 5,694,444
6,469,523
Members' equity 9,971,344
Total liabilities and members' equity $  16.440.867

The accompanying notes are an integral
part of these financial statements.




MAXIM GROUP LLC
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2004

Revenue
Commissions
Principal transactions
Investment banking
Interest and dividends
Service fees
Floor brokerage
Underwriting
Other income

Expenses
Employee compensation and benefits
Floor brokerage, exchange and clearance fees
Communications and data processing
Occupancy
Management fees - related parties
Other expenses

Net income before income taxes

Provision for income taxes

Net income

The accompanying notes are an integral
part of these financial statements.

§ 45,730,872
7,431,640
4,722,207
2,552,941
2,276,659
2,829,165
1,061,541

543,606

67,148,631

45,292,953
3,133,853
2,579,418
2,610,613
1,052,454

5,702,961

60,372,252

6,776,379

265.340

$ 6511039
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MAXIM GROUP LLC
STATEMENT OF CHANGES IN MEMBERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2004

MAXIM MJR
TOTAL PARTNERS HOLDINGS,
EQUITY LLC INC.
Balance, 1/1/04 $ 9,908,244 $ 9,791,067 $ 117,177
Capital contributions 715,500 715,500 0
Net income 6,511,039 6,380,818 130,221
Distributions (7,163,439 (7.001.500) (161,939)
Balance, 12/31/04 $ 9971344 $ 9.885.885 3 85.459

The accompanying notes are an integral
part of these financial statements.
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MAXIM GROUP LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2004

CASH FLOW FROM OPERATING ACTIVITIES

Net income $6,511,039
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization 101,313
(Increase) Decrease in operating assets:
Deposits with clearing organizations (150,000)
Net receivable from broker-dealers and clearing organizations (506,071)
Prepaid expenses 24,158
Securities owned 832,171
Other assets 685,675
(Decrease) in operating liabilities:
Accounts payable and accrued expenses (641,754)
Securities sold (1.093.037)
Net cash provided by operating activities 5,763,494
CASH FLOW FROM INVESTING ACTIVITIES
{(Purchases) of property and equipment (229.965)
Net cash (used in) investing activities (229.965)
CASH FLOW FROM FINANCING ACTIVITIES
Capital contributions 715,500
(Distributions) to members (7.163,439)
Net cash (used in) financing activities (6,447.939)
Net (decrease) in cash and cash equivalents (914,410)
Beginning cash and cash equivalents 7.970.090
Ending cash and cash equivalents $7.055.680
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Interest paid 50
Taxes paid $192,340

The accompanying notes are an integral
part of these financial statements.
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MAXIM GROUP LLC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2004

NOTE 1: ORGANIZATION AND NATURE OF BUSINESS

Maxim Group LLC (“the Company”) is a securities broker-dealer registered with the Securities
and Exchange Commission (SEC) and is a member of the National Association of Securities
Dealers (NASD). The Company was created on April 11, 2002 and began business on October
23, 2002. The Company clears its securities transactions through an unaffiliated clearing broker.
The Company’s main office is located in Woodbury, New York, and other offices are maintained
in New York City, New York and Chicago, Illinois. The Company conducts business in all fifty
states, Puerto Rico, and Washington, D.C.

The Company is a New York Limited Liability Company owned 98% by Maxim Partners LLC
and 2% by MJR Holdings, Inc. The Company has approximately eighty-five non-equity
members, as discussed in Note 9. Maxim Partners LLC is owned by MJR Holdings LLC and
individual minority interests. The members of MJR Holdings LLC and the Class A members of
Maxim Partners LLC make up the executive management of the Company.

On October 22, 2002, Maxim Partners LLC purchased certain assets and intellectual property
from an unaffiliated broker-dealer. The Company leased the purchased assets and intellectual
property pursuant to operating leases and a license agreement between Maxim Partners LLC and
the Company. The license agreement and leases were terminated on April 30, 2003 when
Maxim Partners LLC transferred these assets to the Company as a capital contribution.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of the major accounting policies is presented to assist the reader in evaluating the
financial statements and other data contained herein.

BASIS OF ACCOUNTING

The Company’s policy is to prepare its financial statements on the accrual basis
of accounting 1n accordance with generally accepted accounting principles.

CASH EQUIVALENTS

For purposes of the statement of cash flows, the Company considers all highly
liquid debt instruments with an original maturity of three months or less to be
cash equivalents.



MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

INCOME TAXES

The Company has elected under the Internal Revenue Code and applicable state
laws to be taxed as a partnership. In lieu of Company income taxes, the members
of a Limited Liability Company are taxed on their proportionate share of the
Company’s taxable income. Therefore, no provision or liability for federal and
state income taxes has been included in these financial statements. The Company
is obligated to pay New York City Unincorporated Business Tax, on its net
income allocable to New York City, and other miscellaneous taxes to various
states. Provision for these taxes is included in the statement of income.

PROPERTY AND EQUIPMENT

Property and equipment is recorded at cost. Maintenance and repairs are charged
to expenses as incurred; major renewals and betterments are capitalized. When
items of property or equipment are sold or retired, the related cost and
accumulated depreciation is removed from the accounts and any gain or loss is
included in the results of operations.

Property and equipment is depreciated using the straight line method over their
estimated useful lives.

INTANGIBLE ASSETS, AMORTIZATION, AND NEW _ ACCOUNTING
STANDARDS SFAS NO. 142

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS
No. 142, “Goodwill and Other Intangible Assets”. This new standard became
effective January 1, 2002. Under the new rules, goodwill and indefinite lived
intangible assets should no longer be amortized and should be reviewed annually
for impairment. Intangible assets with definite lives should be amortized over
such lives. The Company tests for impairment by comparing the carrying value
with the fair value of each reporting unit. An impairment loss is recorded if the
carrying value of goodwill and indefinite lived intangible assets exceeds the fair
value.
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

INTANGIBLE ASSETS WITH DEFINITE LIVES

ORGANIZATIONAL COSTS

Organizational costs have been capitalized and are being amortized over
60 months on a straight line basis. The un-amortized organizational costs
of $90,417 are included in the statement of financial condition net of
accumulated amortization of $68,583.

INTANGIBLE ASSETS WITH INDEFINITE LIVES

GOODWILL

Goodwill of $2,946,806 was contributed by Maxim Partners LLC as part
of the assets transferred to the Company in 2003. The goodwill was and
will continue to be reviewed annually for impairment. No impairment
charge for goodwill was recorded for the year ended December 31, 2004.

COMMISSION INCOME

Commission income and related clearing expenses are recorded on a trade-date
basis as securities transactions occur.

USE _OF ESTIMATES IN THE PREPARATION OF FINANCIAL
STATEMENTS

The Company uses estimates and assumptions in preparing financial statements
in accordance with generally accepted accounting principles. These estimates
and assumptions affect the reported amounts of assets and liabilities, the
disclosures of contingent assets and liabilities, and the reported revenues and
expenses. Actual results could vary from the estimates that the company uses.

NOTE 3: UNINSURED CASH BALANCES

The Company maintains cash balances with high quality financial institutions and may

periodically exceed the federally insured limit of $100,000. Amounts in excess of insured limits
at December 31, 2004 were $8,222,353.
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

NOTE 4: EMPLOYEE FORGIVEABLE LOANS

EMPLOYEE FORGIVABLE LOANS #1

Throughout the year, the Company made advances to some of its registered
representatives.  Pursuant to the registered representatives’ employment
agreements, the Company forgives a portion of these advances as the registered
representatives earn commissions, every month over the duration of employment,
and records the amounts forgiven as compensation to the registered
representatives.  [f the registered representatives prematurely terminate their
employment with the Company, the remaining un-forgiven balance immediately
becomes payable to the Company by the registered representative. These
agreements are in writing and are signed by the registered representatives and the
Company. Interest is accrued on these advances, at various rates, and the amount
forgiven and recorded as compensation includes both principal and interest. The
un-forgiven balance at December 31, 2004 was $640,430.

EMPILOYEE FORGIVABLE LOANS #2

Included in the assets purchased by Maxim Partners LLC from the broker-dealer
referred to in footnote one, and contributed to the Company as part of the asset
transfer on April 30, 2003, are employee forgivable loans to various registered
representatives who were employed by the unaffiliated broker-dealer. The
Company forgives a portion of these advances every month and includes the
amount in the registered representatives’ compensation. The un-forgiven balance
at December 31, 2004 was $154,707.

NOTE S: SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Marketable securities owned and sold, not yet purchased, consist of trading and investment
securities at market values, as follows:

SOLD, NOT
YET
OWNED PURCHASED
State and municipal obligations $ 111,507 i) 172,670
U.S. Government, corporate bonds, debentures, and notes 150,778 374,991
Corporate equities and options 1,640,150 227418

1,902,435 775,079
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

NOTE 6: NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital. The Company is required
to maintain minimum net capital, the greater of $250,000, two percent of aggregate indebtedness,
as defined by Rule 15¢3-3, or, in the case of a market maker, minimum capital based on the
number of securities in which the Company makes a market. At December 31, 2004 the
Company’s net capital in excess of its minimum required net capital was $3,004,179.

NOTE 7: OPERATING LEASES WITH NON-RELATED PARTIES

During the year, the Company expanded its New York City office. The new office space is being
sub-leased from Wachovia Securities, LLC, pursuant to a sub-lease agreement that terminates on
June 29, 2015. The current monthly rent payments are $40,396, plus any required escalations.

In addition, pursuant to various equipment operating leases and maintenance agreements, the
Company is obligated to make monthly rent and maintenance payments.

The approximate minimum lease payments for the above are as follows:

YEARS ENDED AMOUNTS
12/31/05 $ 1,554,855
12/31/06 1,291,664
12/31/07 570,772
12/31/08 536,175
12/31/09 529,597

Years Thereafter 3,140,763

TOTAL $ 7,623,826
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

NOTE 8: OPERATING LEASES — MAXIM PARTNERS LLC (A RELATED ENTITY)

NEW YORK CITY OFFICE OPERATING LEASE

The Company sub-leases a portion of its New York City office from Maxim
Partners LLC. The lease terminates on January 31, 2011. The monthly
payments, which the Company pays directly to the original sub-lessor, are
$128,570, plus any escalations required by the original lease between Maxim
Partners LLC and the sub-lessor.

WOODBURY OFFICE OPERATING LEASE

The Company sub-leases its Woodbury office from Maxim Partners LLC
pursuant to a lease agreement expiring on February 28, 2013. The monthly
payments, which are currently $26,467, are paid directly to the original lessor of
the property.

The approximate minimum lease payments for the above items are as follows:

YEARS ENDED AMOUNTS
12/31/05 $ 1,864,671
12/31/06 2,002,058
12/31/07 2,020,528
12/31/08 2,027,225
12/31/09 2,034,057

Years Thereafter 3,037.670
TOTAL $ 12,986,209

Of the total expenses relating to the above, Maxim Partners LLC was paid $-0-
and non-related parties were paid $2,204,252 for the year. These amounts are
included in expenses in the statement of income.
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

NOTE 9: OTHER RELATED PARTY TRANSACTIONS

COMPENSATION TO MEMBERS

Included in Employee Compensation and Benefits in the statement of income are
payments to various individuals, who are non-equity members of the Company.
These non-equity members have no ownership interest in the Company. They
receive guaranteed payments only, and do not share in profits. Some of these
non-equity members are also owners of Maxim Partners LLC, MJR Holdings, Inc.
and MJR Holdings LLC, related companies. Total guaranteed payments for the
year ended December 31, 2004 were $25,613,595.

MANAGEMENT FEES — MJR HOLDINGS LLC

The Company has agreed to pay management fees to MJR Holdings LLC, a
related entity, for various services provided to the Company. This arrangement is
pursuant to a written agreement between the parties. The total management fee
paid to MJR Holdings LLC for the year ended December 31, 2004 was $600,000.

MANAGEMENT FEES — MJR HOLDINGS, INC.

The Company has agreed to pay management fees to MJR Holdings, Inc., a
related entity, for various services provided to the Company. This arrangement is
pursuant to a written agreement between the parties. The total management fee
paid to MJR Holdings, Inc. for the year ended December 31, 2004 was $452,454.

MAXIM ADVISORY LLC

The Company entered into a fee payment agreement with Maxim Advisory, LLC,
a related entity through common ownership. Maxim Advisory LLC is obligated
to pay the Company a fee for the rendering of services by the Company. The
income received by the Company is eighty percent of the fees generated by the
investment advisory representatives of Maxim Advisory LLC, who are also
registered representatives of the Company. The total fee income received from
Maxim Advisory LLC for the year ended December 31, 2004 was $177,473.
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MAXIM GROUP LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

CONTINUED

MAXIM PARTNERS LLC

Pursuant to an agreement, the Company is obligated to make distributions to
Maxim Partners LLC. The minimum distribution is based on a percentage of
selected revenues eamed by the Company. This obligation will expire in 2007.

NOTE 10: PROFIT SHARING AND 401-K RETIREMENT PLAN

The Company maintains a defined contribution profit sharing plan, covering employees that meet
certain requirements of the plan. The plan provides for annual discretionary contributions by the
Company. For the year ended December 31, 2004 the Company’s contribution was $1,276,890,
net of forfeitures.

The Company maintains a 401-k Retirement Plan, covering employees that meet certain
requirements of the plan. The plan allows each employee to make contributions up to the
Internal Revenue Code’s annual limitations. In addition, the plan provides for annual matching
contributions by the Company. For the year ending December 31, 2004 the Company’s
matching contribution was $78,287, net of forfeitures.
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WAGNER& ZWERMAN LLP

Certified Public Accountants Mark Wagner, CPA
Andrew M. Zwerman, CPA

450 Wireless Boulevard, Hauppauge, NY 11788
1631) 777-1000  Fax (631) 777-1008
Email: staff@wzcpafirm.com

INDEPENDENT AUDITORS’ REPORT ON SUPPLEMENTARY
INFORMATION REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

To the Members of
Maxim Group LLC
Woodbury, NY

We have audited the accompanying financial statements of Maxim Group LLC as of and for the
year ended December 31, 2004, and have issued our report thereon dated February 3, 2005. Our
audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on Pages 15 through 18 is presented for purposes
of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 of the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Wagnon & Zuwevnan LLP

WAGNER & ZWERMAN LLP
Certified Public Accountants
February 3, 2005
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MAXIM GROUP LLC
SUPPLEMENTARY INFORMATION
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2004

Credits
Members' equity $ 9,971,344

Debits
Non-allowable assets
Receivables and employee forgivable loans $ 1,164,087
Prepaid expenses 408,081
Fumiture and equipment (net) 294,780
Capitalized organizational costs (net) 90,417
Goodwill 2,946,806
Other assets 210,519
(5,114,690)

Net capital before haircuts on securities positions 4,856,654

Haircuts on securities:
Trading and investment securities:
U.S. and Canadian government obligations 7,006
State and municipal government obligations 18,936
Corporate obligations 21,011
Stocks and warrants 189,016
Options 654,224
Other securities 555
(890,748)

Net capital $ 3,965,906

Computation of alternative net capital requirement:

Company does not carry debit items and is not
subject to 2% of aggregate debit items (or $250, if
* greater) as shown in formula for reserve
requirements pursuant to Rule 15¢3-3 $ -

Minimum dollar net capital requirement based on
capital requirements for market makers. $ 961,727

Net capital requirement $ 961,727
Excess net capital $ 3,004,179

Net Capital in excess of: 5% of combined aggregate debit items or $120,000 $ 3,845,906

No differences exist between the above computation and the computation included in the Company’s
corresponding unaudited Form X-17a-5 Part Ilc filing.

The accompanying notes are an integral part of these financial statements.
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MAXIM GROUP LLC
COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2004

The Company is exempt under Section (k)(2)(i1) of Rule 15¢3-3. Accordingly, there are
no items to report under the requirements of this rule.

The accompanying notes are an integral part of these financial statements.
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WAGNER & ZWERMAN LLP

Certified Public Accountants Mark Wagner. CPA
Andrew M. Zwerman, CPA

450 Wireless Boulevard, Hauppauge, NY 11788
(631) 777-1000 Fax (631) 777-1008
Email: staff@wzcpafirm.com

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5

To the Members of
Maxim Group LLC
Woodbury, NY

In planning and performing our audit of the financial statements of Maxim Group LLC (the
Company) for the year ended December 31, 2004, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on 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 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 net capital under rule 17a-3(a)(ii) 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 1n any of the following:

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

3. Complying with the requirements for prompt payment for securities under Section & 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 are executed in
accordance with management’s authorization and recorded properly to permit the preparation
of financial statements in conformity with generally accepted accounting principles.
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Certified Public Accountants

Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

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

Our consideration of the internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific intenal control components does not reduce to a relatively
low level the risk that error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted
no matters involving internal control, including 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 were adequate at December
31, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Members, management, the
SEC, 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.

Wagnen & Zwowman LLTF

WAGNER & ZWERMAN LLP
Certified Public Accountants
February 3, 2005



