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OATH OR AFFIRMATION

I, Michael Chatwin , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Liability Solutions, Inc. .

of December 31 2005

, as

, are true and correct. I 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:

[ .
. Jniladl lilbed— _ -

DANA Fi e
NOTARY PUBLIC, STATE OF NEW YORK Signature
~ec

NO. 01F08102832
QUALIFIED IN NEW YORK COUNTY
MY COMMISSION EXPIRES DEC. 8, 2004 Tile

Notary Public

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

& (a2) Facing Page.

X (b) Statement of Financial Condition.

X (c) Statement of Income (Loss).

B0 (d) Statement of Ghensesin-Fimveneint-Eondition--- Cash Flows

X (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

& (g) Computation of Net Capital.

® (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

[0 (i) Information Relating to the Possession-or Control Requirements Under Rule 15¢3-3.

P (3) 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.

0O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

Xl (1) An Oath or Affirmation.

0 (m) A copy of the SIPC Supplemental Report.

O (n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditionys of confidential treatment of certain portions of this filing, see section 240.17a-5(ej(3).
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KBL, LLP

CERTIFIED PUBLIC ACCOUNTANTS
70-20 AUSTIN STRILT, SUTTE 126, TOREST HILLS, NY 11375
TIL 718.575.5750  WWW.KBL.COM

' REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Liability Solutions Inc.

We have audited the- accompanying statement of financial condition of Liability Solutions Inc. (A
Development Stage Company) as of December 31, 2005 and 2004 and the related statements of
operations, changes in stockholder's equity, and, cash flows for the years then ended and for the period
from July 12, 2002 (date of inception) through December 31, 2005 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 Liability Solutions Inc. at December 31, 2005 and 2004 and the results of their
operations and their cash flows for the years then ended and for the period from July 12, 2002 (date of
inception) through December 31, 2005 in conformity with accounting principles generally accepted in
the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in the Schedule of Computation of Net Capital for Broker Dealers
Pursuant to Rule 15¢3-1 and the Reconciliation to the Computation of Net Capital Included in Part IIA of
Form X-17A-5 and the Schedule of Computation for Determination of Reserve Requirements Pursuant to
Rule 15¢3-3 are presented for purposes of additional analysis and are not a required part of the basic
financial statements, but are supplementary information required by rule 17a-5 under the Securities

- Exchange Act of 1934. Such information has been subjected to the auditing procedures applied in the
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.

%@L, /Jff

KBL, LLP
Forest Hills, New York

February 15, 2006



" Liability Solutions Inc.
(A Development Stage Company)

Statement of Financial Condition

December 31
2005 2004
Assets |
Cash in Banks $ 83,265 43,925
Cash - Held by Bank as Collateral for Letter of Credit 26,637 26,550
Accounts Receivable and Accrued Income - 10,000
Due from Parent Company 285,046 -
Due from Officer 1,042 1,042
Due from Former Officer | - 20,046
Prepaid expenses 18,641 1,225
Deferred Lease Acquisition Costs, net of accumulated amortization of $4,459
in 2005 and $1,784 in 2004 3,567 6,242
Furniture and Equipment -- at cost, net of accumulated depreciation of
$17,912 in 2005 and $8,104 in 2004 37.019 43277
Total Assets $___455217 $___ 152307
Liabilities and Stockholder's Equity
Liabilities
Accounts Payable and Accrued Expenses 23,462 18.706
Total Liabilities 23,462 18,706
Stockholder's Equity
Common stock, no par value, authorized 200 shares, issued and outstanding 100 shares 5,000 5,000
Additional Paid-In Capital 814261 459,948
819,261 464,948
Deficit Accumulated in the Development Stage (387.506) (331.347)
Total Stockholder's Equity 431,755 133,601

$ 455217 $____152.307

The accompanying notes are an integral part of these financial statements
2



* Liability Solutions Inc.
(A Development Stage Company)

Statements of Operations

Years Ended December 31, 2005 and 2004 and the Period

From July 12,2002 (Date of Inception) through December 31, 2005

Revenues
Consulting Fees

Interest Income

Expenses

Employee Compensation, Payroll Taxes, Benefits and Temporary Help

Regulatory Compliance, including legal fees of $436, $1,128 and
$8,672 for each respective period

Occupancy Costs

Travel and Related Expenses

Accounting and Auditing

Other Operating Expenses

Communications and Data Processing

Depreciation of Property

Amortization of Deferred Lease Acquisition Costs

Total Expenses

Net Loss

July 12, 2002

Year Ended  Year Ended (Inception) to
December 31, December 31, December 31,
2005 2004 2005

587,659 % 101,815 § 689,472

87 50 137

587.746 101,865 689.609
379,935 56,247 452,184
28,835 4,037 66,123
85,605 76,000 207,855
29,300 52,832 111,498
36,689 19,730 83,860
31,078 26,630 67,350
39,980 18,507 65,875
9,808 6,604 17,912

2.675 1.784 4.458
643.905 262.371 1.077.115
(56.159) $§  (160.506) $__ (387.506

The accompanying notes are an integral part of these financial statements
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" Liability Solutions Inc.
(A Development Stage Company)

Statements of Cash Flows

Years Ended December 31, 2005 and 2004 and the Period

From July 12, 2002 (Date of Inception) through December 31, 2005

Cash flows from operating activities:
Net (Loss)

Adjustments to reconcile net (loss) to net cash used in operating
activities:
Depreciation and Amortization
Decrease (increase) in Accounts Receivable and Accrued Income
(Increase) in Due From Parent for Accrued Income
(Increase) Decrease in Prepaid Expenses
Increase in Accounts Payable and Accrued Expenses -

Net cash used by operating activities

Cash flows from investing activities:
(Increase) in Cash - Held by Bank as Collateral for Letter of Credit
Advances to Officer
(Increase) in Due from Parent Company
Advances to Former Officer Repaid to Parent Company
Deferred Lease Costs
Purchase of Furniture and Equ1pment

Net cash used by investing activities

Cash flows from financing activities:
Issuance of common stock to parent company
Contributions of additional paid-in capital from parent company

Net cash provided by investing activities
Increase (Decrease) in Cash
Cash at Beginning of Period

Cash at End of Period

July 12, 2002

Year Ended  Year Ended (Inception) to
December 31, December 31, December 31,
2005 2004 2005
(56,159) $ (160,507) $ (387,507)
12,483 8,387 22,371
10,000 (10,000) -
(265,000) - (265,000)
(17,416) 2,731 (18,641)
4756 958 23,462
(311.336) (158.431) (625.315)
&7 (26,550) (26,637)
- (1,042) (1,042)
(20,046) - (201046)
20,046 (19,546) -
- (8,026) (8,026)
(3.550) (35.328) (54.930)
(3.637) (90.492) (110.681)
- - 5,000
354,313 291.448 814,261
354313 291 448 819261
39,340 42,525 83,265
43.925 1.400 -

583265 $

The accompanying notes are an integral part of these financial statements

4
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" Liability Solutions Inc.
(A Development Stage Company)

Statement of Changes in Stockholder's Equity

From July 12, 2002 (Date of Inception) to December 31, 2005

Deficit
Accumulated
Additional in the Total

Common Stock Paid-in  Development Stockhelder's

Shares Amount Capital Stage Equity
From July 12,2002 (Date of Inception) to
December 31, 2002
Issuance of Common Stock to Parent Company 100 § 5000 % - 3 - $ 5,000
Additional Capital Contributed by Parent Company - - 50,000 - 50,000
Net (Loss) - : - - (14.754) (14.754)
Balances at December 31, 2002 100 5,000 50,000 (14,754) 40,246
Additional Capital Contributed by Parent Company - - 118,500 - 118,500
Net (Loss) - - -~ (156.087) _(156.087)
Balances at December 31, 2003 100 5,000 168,500 (170,841) 2,659
Additional Capital Contributed by Parent Company - - 291,448 - 291,448
Net (Loss) - - - (160.506) (160.506)
Balances at December 31, 2004 100 $ 5000 $ 459,948 § (331,347) $ 133,601
Additional Capital Contributed by Parent Company - - 354,313 - 354,313
Net (Loss) - - - (56.159) (56.159)
Balances at December 31, 2005 100 5.000 814,261 _ (387.506) 431.755

The accompanying notes are an integral part of these financial statements
5



" Liability Solutions Inc.
(A Development Stage Company)

Notes to Financial Statements

Year Ended December 31, 2005 and the Period
From July 12, 2002 (Date of Inception) to December 31, 2005

NOTE 1 -- NATURE OF OPERATIONS AND DEVELOPMENT STAGE STATUS

a. Operations

Liability Solutions Inc., (the "Company") is a broker-dealer registered under Section 15(b) of the
Securities Exchange Act of 1934. It has been a member of the National Association of Securities Dealers
(NASD) since June 5, 2003. The Company was incorporated on July 12, 2002 in the State of New York
and has its principal business location in New York, New York. It is a wholly owned subsidiary of
Liability Solutions Limited ("LSL") which is based in London, United Kingdom.

The Company acts as an independent placement agent and advisory specialist for alternative investment
products, primarily hedge funds. The Company earns fees for advisory services as agreed with the client.
Additionally, fees are earned based on 20% of the fund manager's fees with respect to company placed
institutional buyers (the fund manager's fee is generally 1% of the fund value), plus 20% of the fund
manager's fees earned on assets over the "high water mark" for placed institutional buyers. The Company
does not carry securities accounts for customers, nor does it perform custodial functions relating to
customer securities.

b. Development Stage and Ability of the Company to Continue as a Going Concern

The Company is in the development stage and has yet to earn meaningful revenues. As of February 15,
2006, the Company has 12 institutional customer contracts. Accordingly, it has generated only $587,659
in 2005. Management currently anticipates emergence from the development stage during 2006.

The Company has incurred losses of $387,506 since inception, of which $56,159 was incurred during the
year ended December 31, 2005, and has $83,265 in cash at December 31, 2005. These conditions might
suggest that the Company might not be able to continue as a going concern. However, these conditions
have been mitigated by actions taken by management and the Company's overseas parent, as well as plans
made by management. The Company received additional capital contributions from LSL of $354,313 in
2005 and collected amounts due from LSL of approximately $54,000 in January 2006. The Company
further received a commitment from LSL to provide additional capital contributions of up to $200,000 in
2006 (see note 8). Management plans now anticipate that customer relationships currently established,
together with new customer relationships, will provide a stream of revenue in 2006 sufficient to meet
breakeven operating results for the Company.



Liability Solutions Inc.
(A Development Stage Company)

Notes to Financial Statements -- Continued

Year Ended December 31, 2005 and the Period
From July 12, 2002 (Date of Inception) to December 31, 2005

NOTE 2 -- SIGNIFICANT ACCOUNTING POLICIES

a. Basis of Accounting
The accompanying financial statements have been prepared on the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America.

b. Revenue Recognition

The Company has for 2005 recognized as income a 50% allocation of revenues earned by LSL in respect
of accounts managed by the Company's salespeople as per LSL Board of Directors resolution. LSL
recognizes its income in respect of those accounts by determining the management and performance fees
attributable to those accounts in accordance with customer contracts. The allocation basis may be changed
by LSL from time to time by further Board resolution taking into consideration the level of the Company's
support in the following functions: marketing, administrative, research and management. The Board of
Directors of LSL approved the allocation of $461,000 of the revenues for 2005 of which $265,000
remained unpaid at December 31, 2005.

Additionally the Company earns fees for advisory services at rates agreed to with the client. For the years
ended December 31, 2005 and 2004, the company eamed advisory fees of $126,659 and $101,815
respectively.

¢. Depreciation and Amortization

- Property and equipment is stated at cost and principally consists of computer equipment and
software. Depreciation and amortization are computed using primarily the straight-line method
based upon the estimated useful lives of the related assets of 3 to 7 years

- Deferred lease acquisition costs of $8,026 consist of legal fees incurred to negotiate the lease as
described in Note 6. These costs have been capitalized and are being amortized over the life of the
lease.

d. Use of Estimates .

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

e. Concentration of Credit Risks

Financial instruments which potentially subject the Company to concentrations of credit risk consists of
cash balances in banks. The Company keeps its cash balances with high quality financial institutions
which are federally insured although daily bank balances might exceed limits of federal insurance.

Management believes that no significant concentration of credit risk exists with respect to those cash
balances.



Liability Solutions Inc.
(A Development Stage Company)

Notes to Financial Statements -- Continued

Year Ended December 31, 2005 and the Period
From July 12, 2002 (Date of Inception) to December 31, 2005

f. Fair Values of Financial Instruments

Statement of Financial Accounting Standards No. 107, "Disclosures about Fair Value of Financial
Instruments”, requires the Company to disclose estimated fair values for its financial instruments. Fair
value estimates, methods and assumptions are set forth below for the Company's financial instruments:

The carrying amount of cash, accounts receivable, if any, other current assets, accounts payable, accrued
expenses and notes payable, if any, approximate fair value because of the short maturity of those
instruments.

NOTE 3 -- INCOME TAXES

Temporary differences and carryovers give rise to deferred tax assets and liabilities. The principal
components of the deferred tax assets relate to net operating loss carryovers. As of December 31, 2005,
the Company had net operating loss carryovers approximating $388,000 for Federal and state purposes.
The net operating loss carryovers expire at various dates through 2024, and because of the uncertainty in
the Company's ability to utilize the net operating loss carryovers, a full valuation allowance of
approximately $138,000 and $118,000 has been provided on the deferred tax asset at December 31, 2005
and 2004, respectively.

NOTE 4 -- STOCKHOLDER'S EQUITY

At the time of its incorporation in New York, the Company was authorized to issue 200 shares of its no
par value common stock. In 2002, the Company issued 100 shares of its no par value common stock to
LSL for $5,000. Form the Company's inception (July 12, 2002) through December 31, 2005, LSL (the
Company's U K. parent and the sole owner of all of the Company's issued shares) has made contributions
of additional paid-in capital aggregating $814,261. '



~ Liability Solutions Inc.
(A Development Stage Company)

Notes to Financial Statements -- Continued

Year Ended December 31, 2005 and the Period
From July 12,2002 (Date of Inception) to December 31, 2005

NOTE 5 -- RELATED PARTY TRANSACTIONS

(2)

(b)
©

(d)

In 2004 the Company advanced $20,046 to its now former President and Director. During the year
ended December 31, 2005, LSL collected $20,046 from this former officer and it is included in
amounts due from parent company as of December 31, 2005.

In 2005, the Company received additional capital contributions from LSL of $354,313.

In 2005, the Company earned $461,000 in management fees from LSL, of which $265,000
remained unpaid as of December 31, 2005.

Amounts due from LSL as of December 31, 2005 were $285,046 representing unpaid management
fees and amounts collected from a former officer on behalf of the Company.

NOTE 6 -- COMMITMENTS

)

In August 2003, the Company entered into a non-cancelable office lease in Rowayton, Connecticut
providing for monthly rental payments of $4,000 and expiring June 1, 2004. The Company had
been occupying the premises under this lease on a month-to-month basis from November 2002
through July 2003. The total rent for these premises was $20,000 for 2004 and $Nil for 2005
because this lease terminated concurrent with its expiration on June 1, 2004.
In April 2004, the Company entered into a non-cancelable office lease in New York, New York
providing for monthly rental payments of $7,000 and expiring April 2007.
* Aggregate minimum lease payments due under this lease as of December 31, 2005 are
$112,000 as follows: $84,000 in 2006 and $28,000 in 2007.
* The total rent for these premises was $84,043 for 2005 and $56,000 for 2004.
* In connection with this lease, a bank issued a Letter of Credit on behalf of the Company
in the amount of $26,500, which is secured by a bank account with a balance of $26,637
at December 31, 2005.

NOTE 7 -- NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The Company is required
to maintain minimum capital equal to $5,000. At December 31, 2005, the Company had net capital of
$59,803. The Company had an aggregate indebtedness to net capital ratio of 0.39 to 1. As discussed in
Note 8, the Company's overseas parent, LSL, has committed to contribute additional capital on an as-
needed basis. Such contributions should help help the Company to continue to maintain its required
minimum capital.



~ Liability Solutions Inc.
(A Development Stage Company)

Notes to Financial Statements -- Continued

Year Ended December 31, 2005 and the Period
From July 12, 2002 (Date of Inception) to December 31, 2005

NOTE 8 -- SUBSEQUENT EVENTS

. In January 2006, LSL (LSI's parent company) transferred approximately $54,000 to the
Company.

J In February 2006, LSL committed in writing to provide additional paid-in capital on an as-
needed basis of up to approximately U.S. $200,000 in 2006.

10



Liability Solutions Inc.
(A Development Stage Company)

Schedule of Computation Net Capital for Brokers and Dealers Pursuant to Rule 15¢3-1

December 31, 2005

Assets

Less Liabilities

Total Ownership Equity

Plus Subordinated Liabilities

Total Capital and Allowable Subordinated Liabilities

Less Non-allowables

Net Capital Before Haircuts and Undue Concentration

Less Haircuts and Undue Concentration

Net Capital

Minimum Capital Requirement

Excess Net Capital

Total Aggregate Indebtedness

Percentage of Aggregate Indebtedness to Net Capital

Reconciliation to the Computation of Net Capital Included in Part ITA of Form X-17a-5 as of

December 31, 2005

Net Capital per above

Net Capital Included in Part ITA of Form X-17a-5 as of December 31, 2005 as amended

The accompanying notes are an integral part of these

financial statements
11

$ 455,217

(23.462)

431,755

431,755

(371.952)

59,803

59,803

(5.000)

$ 24,803

$ 23,462

39 %

$ 59,803

$____50.803



Liability Solutions Inc.
(A Development Stage Company)

Computation for Determination of Reserve Requirements for
Brokers and Dealers Pursuant to Rule 15¢3-3

December 31, 2005

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act
of 1934, in that the Company's activities are limited to those set forth in the conditions for
exemption appearing in paragraph (k)(2)(i) of the Rule.

The accompanying notes are an integral part of these financial statements
12



KBL, LLP

CERTIFIED PUBLIC ACCOUNTANTS
70-20 AUSTIN STRIET. SUTTE 126, FOREST HILLS, NY 11375
TLL 7185755750 WWW.KBL.COM

Report by Independent Certified Public Accountants on Internal Control

Board of Directors
Liability Solutions, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Liability Solutions, Inc. (the
Company), for the year ended December 31, 2005 and for the period from July 12, 2002 (date of inception) through
December 31, 2005, 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 aggregate indebtedness (or 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:

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 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 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.
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 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 internal 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, 2005, to meet the SEC's
objectives. This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers (NASD) 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. p .
Kbr s
/ " KBL,LLP
Forest Hills, New York Lo
February 15. 2006



