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SQUA%MILNER

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Members
TVA Capital, LLC

We have audited the accompanying statement of financial condition of TVA
Capital, LLC (the “Company”) as of December 31, 2005, and the related
statements of operations, changes in members’ capital, changes in liabilities
subordinated to claims of general creditors, and cash flows for the period January
1, 2005 (Inception) through December 31, 2005, that you are filing pursuant to
Rule 17a-5 under the Securities and 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 misstatements. 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 TVA Capital, LLC as of December 31,
2005, and the results of its operations and cash flows for the period January 1,
2005 (Inception) through December 31, 2005, in conformity with accounting
principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole. The information contained on pages 12 and
13 is presented for purposes of additional analysis and is not a required part of the
basic financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the 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.




The accompanying financial statements have been prepared assuming that the Company
will continue as a going concern. As discussed in Note 2 to the financial statements, the
Company commenced operations in 2005, has suffered negative cash flow from
operations and has incurred net losses since Inception. These matters raise substantial
doubt about the Company’s ability to continue as a going concern. Management’s plans
in regard to these matters are described in Note 2. The accompanying financial statements
do not include any adjustments relating to this uncertainty.

As discussed in Note 2, the accompanying financial statements have been restated to

reflect the reclassification of $22,500 in subordinated notes payable to members as part of
members’ capital, as approved by the Company’s Board of Directors.

N

May 3, 2006
Newport Beach, California




TVA CAPITAL, LL.C

STATEMENT OF FINANCIAL CONDITION

December 31, 2005

ASSETS

Current assets:

Cash

Fees receivable

Prepaid expenses

Total assets
LIABILITIES AND MEMBERS’ CAPITAL

Current liabilities:

Accounts payable and accrued expenses

Deferred revenue

Total current liabilities

Long term liabilities:
Subordinated notes and interest payable to members

Total liabilities
Members’ capital

Total liabilities and members’ capital

§ 15,824
18,260

1,346

$_35,430
§ 4,011

6,326

10,337

11.343
21,680

13.750

$ 35430

Page 3 The accompanying notes are an integral part of these financial statements.




TVA CAPITAL, LLC
STATEMENT OF OPERATIONS
For the Period January 1, 2005 (Inception) through December 31, 2005

Revenues:
Advisory fees $ 77,234

Operating expenses:

Regulatory fees 5,654
Professional fees 15,000
General and administrative 65,630
Total operating expenses 86,284
Net loss 3 (9,050)
Page 4 The accompanying notes are an integral part of these financial statements.
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TVA CAPITAL, LLC
STATEMENT OF CHANGES IN MEMBERS’ CAPITAL
For the Period January 1, 2005 (Inception) through December 31, 2005

Inception — January 1, 2005 $ -
Capital contributions 22,800
Net loss (9,050)
Balance ~ December 31, 2005 $ 13,750

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




TVA CAPITAL, LLC
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS
OF GENERAL CREDITORS
For the Period January 1, 2005 (Inception) through December 31, 2005

Subordinated Borrowings at Inception — January 1, 2005 $ -
Increases:

Issuance of subordinated notes 10,500
Interest payable on subordinated notes 843
Decreases:

Payments of subordinated notes -

Subordinated Borrowings at December 31, 2005 $ 11,343
Page 6 The accompanying notes are an integral part of these financial statements.




TVA CAPITAL, LLC

STATEMENT OF CASH FLOWS

For the Period January 1, 2005 (Inception) through December 31, 2005

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in
operating activities:
Changes in operating assets and liabilities:
Fees receivable
Prepaid expenses
Interest payable to members
Deferred revenue
Accounts payable and accrued expenses

Net cash used by operating activities
Cash flows from financing activities:
Loans from members

Capital contributions

Net cash provided by financing activities

$  (9,050)

(18,260)

(1,346)
843
6,326

4,011

(17.476)

10,500

22.800

33.300

Net increase in cash 15,824
Cash, beginning of period -
Cash, end of period 3 15,824
Supplemental cash flow information:
Interest paid 3 —
Taxes paid S -
Page 7 The accompanying notes are an integral part of these financial statements.
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TVA CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

1. ORGANIZATION

TVA Capital, LLC (“Company”) is a registered broker-dealer under the Securities and
Exchange Act of 1934 and is a member of the National Association of Securities Dealers,
Inc. (“NASD”). The Company received approval from the NASD to commence business
transactions on August 30, 2005. The Company is a California limited liability company
formed on January 1, 2005 (inception). The Company acts as an agent in the offering of
private debt or equity placements for early stage companies seeking growth capital.
Private placements would be offered to U.S. or foreign institutions and accredited
investors, as defined under Regulation D of the Securities and Exchange Commission
(“SEC”). The Company also provides fee-based consulting and mentoring services,
introductions to resource providers or to sources of non-equity, non-debt capital on a
commission basis.

The Company does not provide investment advisory services and is not registered as an
investment advisor. The Company does not carry security accounts for customers and
does not perform custodial functions relating to customer securities and is, therefore,
exempt from the provisions of Rule 15¢3-3 of the Securities and Exchange Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Restatement

As directed by the NASD, the Company’s Board of Directors adopted a resolution to
reclassify $22,500 in subordinated notes payable to members as part of members’ capital,
retroactive to July 5, 2005. Based on such resolution and advice from outside legal
counsel, the accompanying financial statements have been restated to reflect the
reclassification of such subordinated notes payable to equity.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America (“GAAP”) requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reporting
period. Significant estimates include, among others, the collectibility of receivables.
Actual amounts could materially differ from those estimates.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards (“SFAS”) No. 107, “Disclosures About
Fair Value of Financial Instruments”, requires that the Company disclose estimated fair
values for its financial instruments. Fair values are based upon estimates using present
value or other valuation techniques in cases where quoted market prices are not available.

Page 8




TVA CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Fair Value of Financial Instruments (continued)

Those techniques are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. In that regard, the derived fair value
estimates cannot be substantiated by comparison to independent markets and, in many
cases, could not be realized in immediate settlement of the instrument. SFAS No. 107
excludes certain financial instruments and all non-financial instruments from its
disclosure requirements. Accordingly, the aggregate fair value amounts presented do not
represent the underlying value of the Company.

At December 31, 2005, management believes that the carrying amounts of cash,
receivables, and accounts payable and accrued liabilities approximate fair value because
of the short maturity of these instruments. It is not practical to estimate member notes of
interest payable due to their related party nature,

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three
months or less to be cash equivalents. The Company does not have any cash equivalent at
December 31, 2005.

Concentrations

The Company currently maintains substantially all of its cash with a financial institution.
At times, cash balances may be in excess of the amounts insured by the Federal Deposit
Insurance Corporation (“FDIC”). Cash in bank balances did not exceed the FDIC limit at
December 31, 2005.

Revenue Recognition

The Company receives advisory retainer fees in accordance with terms outlined in
agreements between the Company and its clients. The Company recognizes these fees as
revenue as the services are provided. The agreements require substantial delivery of
services to the client in the first sixty days of the term; accordingly, a significant portion
of retainer fees received are recognized as income during that period. The remaining fees
are recognized as income ratably in the remaining period of the agreement on a straight-
line basis. Deferred revenue represents retainer fees received but attributable to the
unexpired portion of the respective agreements as of December 31, 2005.

Liquidity Matters and Plans for 2006
The accompanying financial statements have been prepared assuming that the Company

will continue as a going concern. The Company had net losses of $9,050 and negative
cash flows from operations of $17,476. In addition, funds needed for operations may not

Page 9




TVA CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Liquidity Matters and Plans for 2006 (continued)

be met with available cash. These factors raise substantial doubt about the Company’s
ability to continue as a going concern.

Management has a number of transactions currently in the market that may close and
generate success fees in 2006. In addition, the Company has plans to enter the Direct
Participation Product business through an affiliation with Granite Financial. The
Company also plans to engage in a number of PIPE transactions in which its public
company clients will receive equity from selected capital sources.

There can be no assurance that the Company will be successful in closing these
transactions and generating revenues, maintaining revenues at levels sufficient to
generate operating profits, or that additional capital will be available to the Company or,
if available, that the terms will be satisfactory. The financial statements do not include
any adjustments that might result from the outcome of this uncertainty.

Income Taxes
The Company is treated as a partnership for federal and state income tax purposes. No

provision has been made for income taxes in the accompanying financial statements since
such taxes are the responsibility of the Company’s respective members.

3. SUBORDINATED NOTES PAYABLE

The Company has existing notes payable to its members totaling $10,500 as of December
31, 2005. These loans bear interest at 10% per annum and mature on April 30, 2010. The
proceeds received from these notes were used for working capital purposes. Subordinated
interest payable on these promissory notes as of December 31, 2005 totaled $843.

Pursuant to the note agreements, the obligations of the Company with respect to the
payment of the principal and interest on these notes shall be subordinate in right of
payment to all claims of existing and future creditors of the Company for matters
occurring prior to the notes’ maturity dates.

At the option of the Company, payment of all or any part of the notes payable prior to
maturity date may be made by the Company only upon receipt of the prior written
approval of the NASD, but in no event may any prepayment be made within one year.

Consistent with the provisions of 17 CFR240.15¢3-1, subordinated notes and interest
relating to these notes from owners may be included as regulatory net capital when such
notes are approved by NASD. As of December 31, 2005, NASD has approved
subordinated notes totaling $10,500.

Page 10
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TVA CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

4. RELATED-PARTY TRANSACTIONS

The Company shares office facilities with The Technology Venture Alliance, Inc.
(“Alliance”), a related party. The Company entered into an agreement with Alliance,
whereby the latter provides facility and administrative support to the Company, on a
monthly basis, for expenses such as rent, utilities and manpower based on percentage of
shared office space and headcount of personnel. Payments made to Alliance for the year
ended December 31, 2005 totaled $56,725, which are included in general and
administrative expenses.

The Company also paid a total of $15,000 to Angel Strategies, LLC, a related party, for
consulting services for the year ended December 31, 2005, which is included in
professional fees.

5. NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the Securities and Exchange
Commission’s “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, not to exceed 15 to 1. In the computation of the net capital
requirements, NASD’s approved subordinated loans and interest on these loans can be
used as additional capital.

At December 31, 2005, the Company had a regulatory net capital of $5,487, which was in
excess of the minimum required net capital of $5,000. The Company’s ratio of aggregate
indebtedness to net capital was 1.88 to 1. Consequently, at December 31, 2005, the
Company was in compliance with both the minimum net capital and ratio of aggregate
indebtedness to net capital requirements of Rule 15¢3-1.

As of December 31, 2005, NASD approved $10,500 of subordinated loans from
members.

Page 11
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TVA CAPITAL, LLC
SUPPLEMENTARY INFORMATION
COMPUTATION OF NET CAPITAL PURSUANT TO UNIFORM NET
CAPITAL RULE 15¢3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
(AS RESTATED - SEE NOTE 2)

December 31, 2005
Net capital:
Members’ capital $ 13,750
Additions:
Approved subordinated loans and interests 11,343
Deductions:
Accounts receivable, net (18,260)
Prepaid expenses (1,346)
Regulatory capital 5,487
Minimum net capital requirement
(greater of 6-2/3% of aggregate indebtedness or $5,000) (5,000)
Excess regulatory capital 3 487
Total aggregate indebtedness $ 10337
Ratio of aggregate indebtedness to net capital 1.88

Reconciliation with company's computation (included
in Part II of Form X-17A-5 as of December 31, 2005)

Net capital, as reported in Company’s Part 11

(unaudited) FOCUS report $ 13,544
Audit adjustments:

Accounts payable and accrued expenses (1,731)

Deferred revenue at year end (6,326)
Regulatory capital — December 31, 2005 5,487

Page |2




TVA CAPITAL, LLC
SUPPLEMENTARY INFORMATION
COMPUTATION FOR THE DETERMINATION OF THE RESERVE
REQUIREMENTS AND INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS FOR BROKERS AND DEALERS PURSUANT TO
RULE 15¢3-3
December 31, 2005

1. COMPUTATION OF RESERVE REQUIREMENTS PURSUANT TO RULE
15¢3-3

The Company is exempt from provisions of SEC Rule 15¢3-3 under paragraph (k)(3) of

the Rule by order of the Securities and Exchange Commission.

2. INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3

The Company is exempt from provisions of SEC Rule 15¢3-3 under paragraph (k)(3) of
the Rule by order of the Securities and Exchange Commission.

Page 13
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SQUARWMILNER

INDEPENDENT AUDITORS’ REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17A-§

To the Board of Directors and Members
TVA Capital, LLC:

In planning and performing our audit of the financial statements and supplemental
schedules of TVA Capital, LLC (the “Company”), for the year ended 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 the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission
(the “SEC”), we have made a study of the practices and procedures followed by
the Company, including 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 indebtedness and net
capital under Rule 17a-3(a)(11); and

2. Determining compliance with the exemptive provisions of Rule
15¢3-3.

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

1. Making the 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; and

3. 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
control and of the practices and procedures referred to in the preceding paragraph,
and to assess whether those practices and procedures can be expected to achieve
the SEC's above-mentioned objectives. Two of the objectives of intemal control
and the practices and procedures are to provide management with reasonable, but




not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are
executed in accordance with management's authorization and recorded properly to permit
the preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred
to above, errors or fraud may 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 one or more 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
procedures 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, 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.

S Pk /gaj//z'//%hw,ﬂﬁ

May 3, 2006
Newport Beach, California |
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