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OATH OR AFFIRMATION

I, __Kevin Hasegawa , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
____Reed Global Capital, Ine , as

of ___December 31 , 2006, 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:

A —

ighature
Man ag%,p Directs

~ U Title

A pten Bats

4 Notary Public

Commission expives owv = (1/1q/2010

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

(a) Facing Page.

I (b) Statement of Financial Condition.

(LY (c) Statement of Income (Loss).

[0 (d) Statement of Changes in Financial Condition.

(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.

A (g) Computation of Net Capital.

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

X (1) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

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

& (I An Oath or Affirmation.

{d (m) A copy of the SIPC Supplemental Report.

B (n) A reportdescribing 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-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

To the Members
Reed Global Capital, LLLC

We have audited the accompanying statement of financial condidon of Reed Global
Capital, LLC (the Company) as of December 31, 2006, and the related statements of operations,
members’ equity, and cash flows for the year then ended. 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 requite 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 refetred to above present fairly, in all materal tespects,
the financial position of Reed Global Capital, LLC as of December 31, 2006, 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.

The accompanying financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in Note 1 to the financial statements, continuation as
a going concern is dependent upon continued capital support and increasing revenues from
business operations. These factors raise substantial doubt about the Company’s ability to
continue as a going concern. Management’s plans regarding these matters are also described in
Note 1. The financial statements do not include any adjustments that might result from the
outcome of this uncertainty.



Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I, II, and III is presented for purposes
of additional analysis and is not a required part of the basic financtal statements, but is
supplementary information required by Rule 17a-5 of the Securities and Exchange Commission.
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.

Meogs  ADAMS P

Seattle, Washington
February 12, 2007
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REED GLOBAL CAPITAL, LLC
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006
ASSETS
CASH $ 200,194
RECEIVABLES
Receivable from customer 76,203
SECURITIES OWNED
Not readily marketable, at estimated fait value 38,315
$ 314712
LIABILITIES AND MEMBERS’ EQUITY
LIABILITIES
Accrued expenses ' $ 8,152
Payables to Parent 877
9,029
MEMBERS’ EQUITY
Capital accounts : 595,000
Accumulated deficit (289,317)
305,683
$ 314712
See accompanying notes. 3




REED GLOBAL CAPITAL, LLC
STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

REVENUE
Success fees $ 193,198
Interest income 2,098
Unrealized loss on not readily marketable securities (585)
Other gains 256

194,967

OPERATING EXPENSES
Payroll 103,314
Professional fees 22147
Outside services 20,547
Rent 16,688
Insurance 7,668
Taxes 5,790
Travel and entertainment 3417
Office supplies 1,203
Interest expense 1,102
Licenses and permits 63
Other 8,633

190,572
NET INCOME $ 4,395
See accompanying notes. 4
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REED GLOBAL CAPITAL, LL.C
STATEMENT OF MEMBERS’ EQUITY
YEAR ENDED DECEMBER 31, 2006

Contributed Accumulated
Capital Deficit Total
BALANCE, December 31, 2005 $ 595,000 § (293,712) $ 301,288
Net income - 4,395 4 395
BALANCE, December 31, 2006 $ 595,000 $ (289,317) $ 305,683
See accompanying notes. 5




REED GLOBAL CAPITAL, LLC
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES

]
8
|
|
a
8
. . .
Net income from operations $ 4,395
= Change in unrealized loss on not readily marketable securities 585
s Changes in assets and liabilities
Receivable from customer (25,530)
B Due to/from Parent 19,592
s Accrued expenses 6,220
5,256
|
CASH FLOWS FROM INVESTING ACTIVITIES
| Purchase of investments in not readily marketable securities (38,900)
]
NET CHANGE IN CASH (33,644)
-
s CASH BALANCE
Beginning of year 233,838
8
End of year $ 200,194
. _—
]
|
u
a8
|
=
|
.
8
8
s
|
" See accompanying notes. 6
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REED GLOBAL CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies

Natute of Business - Reed Global Capital, LLC (the Company), was established in February
2004 as a Washington Limited Liability Company and is a 99.999% owned subsidiary of Reed
Global Advisors, LLC (the Parent). The Company is a broker and dealer specializing in private
placements and capital formation services to small and medium-sized businesses. The securities
are offered to a limited number of accredited investors pursuant to exemptions from state and
federal registration provided by Regulation D under the Securities Act of 1933. The Company is
registered with the Securities and Exchange Commission (SEC) and is 2 member of the National
Association of Securities Dealers, Inc. (NASD).

Management’s Plans - The Company’s financial statements have been prepared in conformity
with principles of accounting applicable to a going concern. These principles contemplate the
realization of assets and liquidation of liabilities in the normal course of business. During the
petiod from inception (February 4, 2004) to December 31, 2005, the Company sustained losses
from operations. At December 31, 2006, the Company has accumulated a deficit of $289,317. The
Company’s ability to meet its anticipated future obligations and continue as a going concern
depends upon continued capital support from the Parent and increasing revenues from business

operations. The Company has a capitalization plan that is expected to finance its efforts in
developing new customers.

The Company is subject to the risks and challenges associated with other companies at a similar
stage of development including dependence on its parent for financing, certain key individuals,
successful development and marketing of its services, competition from substitute services and
larger companies. The Company may require significant additional funds to execute its business
plan. There can be no assurance that such funding will be available on reasonable terms, ot at all.

Revenue Recognition - The Company solicits investors on a “best efforts” basis. Service fees are
recorded based on the greater of a fixed amount or a percentage of the gross proceeds received
for each placement. Additionally, the Company eamns fixed retainer and advisory fees. In certain
circumstances, the Company may receive warrants to purchase an 1ssuing company’s shares. As of
December 31, 2006, the Company has earned warrants from one customer. The warrants have
been recorded on the statement of financial condition as securities owned, not readily matketable
(Note 5). Reimbutsable costs are recorded as incurred. Subsequent reimbursements are
recognized as revenue when due.

Investment Valuations - Securities transactions are recorded on the trade date. Securnities owned

by the Company for which market quotations are readily available and that ate publicly offered or
sold are valued at the closing price of the reporting period.

Securities owned, not readily marketable, include, but are not limited to, investment securities
(a) for which there is no market on 2 securities exchange or no independent publicly quoted

market, or (b) that cannot be publicly offered ot sold unless registration has been effected under
the Securities Act of 1933,




REED GLOBAL CAPITAL, L1LC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies (Continued)

The Company records its securities owned, not readily matketable, at fair value as determined in
good faith at the discretion of the Company, taking into consideration (a) the purchase price of
the security, (b) developments conceming the issuing company subsequent to the acquisition of
the security, (c) subsequent financings, (d) restrictions on the marketability of the security, (d) the
fair value of freely traded common stock of the same enterprise, (¢) liquidation preferences,
() estimated enterprise value of the issuing compaay, (g) any financial data and projections of the

issuing company provided to the Company, (h) pricing models such as the Black-Scholes, and
other factors deemed relevant by the Company.

Use of Estimates - The preparation of the financial statements in conformity with accounting
ptinciples generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Allocation of Income and Loss - The profits and losses of the Company are allocated 100% to
the parent for income tax purposes.

Income Tax - Because the Company is a limited liability company, the financial statements do
not reflect a provision for federal o state income taxes, as these are passed through to and are the
responsibility of the ultimate beneficial owners of the Company.

Note 2 - Related Parties

The Parent manages the majority of affairs of the Company and provides all administrative
support for the Company’s operations, including facilities, personnel, and administrative activities.
The specific identification of the incremental costs attributable to the Company is not practical.
Alternatively, management allocates shared payroll and other operating costs based on an estimate
of employee hours attributable to the Company. Management considers this allocation method
reasonable and representative of the Company’s cost structure. The shared expenses are paid by
the Parent, which has adequate resources to continue paying the expenses. The Company has an
expense sharing agreement to reimburse the Parent for expenses based on the allocation method.

Total reimbursements paid and/or payable by the Company to the Parent for 2006 amounted to
approximately $163,810.

Note 3 - Concentrations

All revenue recognized during the year ended December 31, 2006, was recognized in accordance
with the terms of a contractual agreement with one customer. At December 31, 2006, such

agreement is still active. The balance receivable from customer represents revenue earned on this
contract.




REED GLOBAL CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 3 - Concentrations (Continued)

Financial instruments that potentially subject the Company to concentrations of credit risk include
cash deposits in excess of federally insured limits. The Company seeks to control such credit risk
by placing cash with high-quality financial insttutions.

Note 4 - Foreign Currency Risk

The Company’s secutities owned, not readily marketable, consist of British Columbia securities
denominated in Canadian dollats. As such, the Company is exposed to foreign currency risk based
on translation adjustments performed at each statement of financial condition date. As of
December 31, 2006, such translation adjustments are not significant and have been included in the
net change in unrealized gain (loss) on not readily marketable securities.

Note 5 - Securities Owned

At December 31, 2006, the Company owned 1,000 shares of the Nasdaq Stock Market, Inc.
(“Nasdaq”) common stock which it purchased on February 9, 2006 pursuant to a directed share
program to Members of the NASD. The Nasdaq securities were purchased at the public offering
price less an underwriting discount which was negotiated between the Nasdaq and the managing
underwriter. As a condition of purchasing the Nasdaq securities under the directed share program,
the Company is restricted from selling, pledging, granting any option to purchase or otherwise
disposing of such restricted shates for a period of one year from the date of purchase. The value

of this investment is based on the closing price of this publicly traded security using the valuation
methodology described in Note 1.

At December 31, 2006, the Company owned warrants to purchase 72,408 convertible preferred
shares of a privately-held venture-backed enterprise headquattered in British Columbia, Canada.
The Company received the warrants in connection with the private placement of the issuet’s
securities. The fair value of this investment was estimated by the Company’s management team
using the valuation methodology described in Note 1.




REED GLOBAL CAPITAL, L.LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 6 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital
Rule 15¢3-1, which requires the maintenance of minimum net capital. The Company is required to

maintain net capital of the greater of $5,000 or 6.67% of aggregate indebtedness. At December 31,
2006, the Company had net capital as follows:

Net capital $ 191,165
Excess in net capital § 186,165
Percentage of aggregate indebtedness to net capital 5%

Note 7 - Report on Internal Control

In accordance with certain rules of the Securities and Exchange Commission, a report on the
Company’s internal accounting control was furnished to the Commission. A copy of the report is

available for examination at the Company’s office or at the regional office of the Securities and
Exchange Commission.
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SCHEDULE 1

REED GLOBAL CAPITAL, L1C

COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15¢3-1

DECEMBER 31, 2006

COMPUTATION OF NET CAPITAL

Members’ equity $ 305,683
Deductions

Unsecured receivables 76,203

Excluded securities 38,315

Net capital $ 191165

COMPUTATION OF AGGREGATE INDEBTEDNESS
Liabilities § 9029
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required $ 5,600

Percentage of aggregate indebtedness to net capital 5%

Ratio of aggregate indebtedness to net capital 0.05 to 1.00

The computation of net capital pursuant to SEC Rule 15¢3-1 as of December 31, 2006, computed by

the Company in its Form X-17A-5, Part IIA, does not differ matenally from the above computation,
which is based on audited financial statements.

11




SCHEDULE II

REED GLOBAL CAPITAL, LLC
COMPUTATION OF RESERVE REQUIREMENTS PURSUANT TO RULE 15c3-3

DECEMBER 31, 2006

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(i), in that it does not trade or carry
customer accounts and does not hold customer funds.

12




SCHEDULE III

REED GLOBAL CAPITAL, L1.C
INFORMATION RELATING TO THE POSSESSION OR

CONTROL REQUIREMENTS UNDER RULE 15¢3-3
DECEMBER 31, 2006

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(), in that it does not trade or carry
customer accounts and does not hold customer funds.

13
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INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL STRUCTURE REQUIRED BY SEC RULE 17a-5

To the Members
Reed Global Capital, IL1.C

In planning and performing out audit of the financial statements and supplemental schedules of
Reed Global Capital, LLC (the Company), as of and for the year ended December 31, 2006, 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 control.

Also, as required by Rule 17a-5(g)(1) of the Secutities 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 172-5(g) in
making the periodic computations of aggregate indebtedness (ot aggregate debits) and net capital
under Rule 17a-3(2)(11) and for determining compliance with the exemptive provisions of
Rule 15¢3-3. Because the Company does not carry secutities accounts for customers ot perform
custodial functions relating to customer securitics, 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 and
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 patagraph. 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 procedutes 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.

14




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.

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 a material misstatement of the financial statements
will not be prevented or detected by the entity’s intemal control.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identfy 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 refetred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securittes Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate 2 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, 2006, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the 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.

Mo, ADAmMs LLP

Seattle, Washington
February 12, 2007
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