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OATH OR AFFIRMATION

1, Scott E Wendelin

, swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Prospect Tinancial Advisors, LIC

. . as
of Decerber 31 : ,20_05 | are true and correct. 1 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:

AN AL,

Signature
Sr. Managing Director & CEO

Title

Notary Public -

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

X (a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(ey Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capital.

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

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

(i) A Recornciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Dejermination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Recorciliation between the audited and unaudned Statements of Fmancnal Condition with respect to methods of
consolidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.

[J (n) A reportdescribing any material inadequacies found to exist or found to have exlsted since the date of the previous audit

o ELEE]EE!DEE]EE

**For conditiony of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



PROSPECT FINANCIAL ADVISORS, LLC
(A Limited Liability Company)
BALANCE SHEET
As of December 31, 2005

Assets

Current assets:
Cash
Trade accounts receivable, net of allowance
for doubtful accounts of $1,667 (Note 2)
Prepaid expenses (Note 2)
Total current assets

Property and equipment, net (Notes 2 and 4)
Exercisable warrants (Note 5)

Total assets

Liabilities and members' equity

Current liabilities:

Accounts payable

Accrued expenses

Insurance payable

Current portion of long term debt (Note 6)
Total current liabilities

Long term debt (Note 6)

Total liabilities

Commitments (Note 7)

Members' equity / (deficit) (Note 9):
Series A preferred interest
Common interest

Total members' equity

Total liabilities and members' equity

See independent auditors' report and accompanying notes

2

106,805

95,920
81,232

283,957

24,860

167,083

475,900

6,337
69,141
54,749

4,643

134,870

8,437

143,307

332,595
(2)

332,593

475,900



LaRUE, CORRIGAN & McCORMICK LLP

Certified Public Accountants

5959 Topanga Canyon Boulevard, Suite 180
Woodland Hills, California 91367
Telephone 818-587-9300
Facsimile 818-347-0904
lemepa.com
ROBERT LaRUE 818-587-9302 MIKE McCORMICK 818-587-9303
KEN TEASDALE 818-587-9305 JACK CORRIGAN  818-587-9301

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

To the Members
Prospect Financial Advisors, LLC

In planring and performing our audit of the financial statements of Prospect Financial Advisors,
LLC (a Limited Liability Company) (the “Company”) for the year ended December 31, 2005, we
have considered its internal control structure, including procedures for safegnarding 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 structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have
made a study of the practices and procedures (including tests of compliance with such practices
and procedures) followed by the Company that we considered relevant to the objectives stated in
Rule 17a-5(g): (i) in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13; (ii) in making the
periodic computations of aggregate indebtedness (aggregate debits) and net capital under Rule
17a-3(2)(11); and (iii) for determining compliance with the exemptive provisions of Rule 15¢3-3.
We did not review the practices and procedures followed by the Company: (1) in complying with
the requirements for prompt payment for securities under section 8 of Regulation T of the Board
of Governors of the Federal Reserve System; or (2) in obtaining and maintaining physical
possession or control of all fully paid and excess margin securities of customers, because the
Company does not carry security accounts for customers or perform custodial functions relating
to custormer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgment by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures 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 Commission’s objective referred to
above. Two of the objectives of an internal control structure 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 paragraphs.
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Because: of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may, nevertheless, 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 designs and
operaticn may deteriorate.

Our cornsideration of the internal control structure would not necessarily disclose all matters in
the internal control structure 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 structure elements does not reduce
to a relatively low level the risk that errors or irregularities 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 the internal control structure, including procedures for safeguarding
securities, that we consider to be material weaknesses as defined above. In addition, the
Compary was in compliance with the exemptive provisions in paragraph (k)(2)(i) of rule 15¢3-3
as of December 31, 2005, and no facts came to our attention indicating that such conditions had
not been complied with during the year then ended.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission 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 Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc., and other regulatory agencies

which rely on rule 17a-5(g) under the Securities Exchange Act of 1934, and should not be used
for any other purpose.
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January 18, 2006




