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STATEMENT OF FINANCIAL CONDITION
John W. Loofbourrow Associates, Inc.

Year ended November 30, 2006
with Report of Independent Registered Public Audit Firm

(Confidential pursuant to Rule 17a-5(e)(3))
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Statement of Financial Condition

Year ended November 30, 2006
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i’l ERNST& YOUNG ® Ernst & Young te o Phone: (212) 773-3000

5 Times Square WWwW,ey.com
New York, New York 10036-6530

Report of Independent Registered Public Audit Firm

To the Stockholders of
John W. Loofbourrow Associates, Inc.

We have audited the accompanying statement of financial condition of John W. Loofbourrow
Associates, Inc. (the “Company”) as of November 30, 2006. The statement of financial
condition is the responsibility of the Company’s management. Our responsibility 1s to
express an opinion on this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. We were not engaged to perform an audit of the Company’s internal control
over financial reporting. Our audit included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the Company’s
interna} control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in
the statement of financial condition, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall the statement of financial
condition presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above present fairly, in all
material respects, the financial position of John W. Loofbourrow Associates, Inc. at

November 30, 2006, in conformity with accounting principles generally accepted in the
United States.

January 24, 2007
é/\mct £ MLLP

A Member Practice of Ernst & Young Glohal




John W. Loofbourrow Associates, Inc.

Statement of Financial Condition

November 30, 2006

Assets

Cash and cash equivalents

Securities owned, at fair value (cost $40,000)
Other assets

Total assets

Liabilities and stockholders’ equity
Liabilities:
Accounts payable and accrued expenses
Due to Loofbourrow, Inc.
Total liabilities

Stockholders’ equity:
Common stock, no par value, 10,000 shares authorized,
4,319 shares issued and outstanding
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

See accompanying notes.

$

24,571
10,000
155

14,000
265

411,462

20,461

34,726

14,265

(391.001)

34,726
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John W. Loofbourrow Associates, Inc.

Notes to the Statement of Financial Condition

November 30, 2006

1. Organization

John W. Loofbourrow Associates, Inc. (the “Company™) was organized as a corporation
under the laws of the state of Delaware. The Company is a registered broker-dealer under the
Securities Exchange Act of 1934 and is a member of the National Association of Secunties
Dealers, Inc. and the Municipal Secunties Rulemaking Board.

The Company generates fee income by arranging equity and debt financing for corporations
in the United States. Accordingly, the Company does not carry customers’ accounts and does
not receive, deliver or hold customer cash or securities in connection with such transactions.

2. Significant Accounting Policies
Cash and Cash Equivalents

Cash and cash equtvalents include cash at banks and money market instruments that arc
readily convertible into cash.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted
accounting principles 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.

Recognition of Income

Financing and consulting fees earned by the Company for assisting clients in investment
banking transactions are recognized when the related financing has been completed.
Additionally, initial non-refundable fees are recorded at contract signing. The Company
records an allowance for doubtful accounts when management deems the collectibility of its
receivables to be in doubt. At November 30, 2006, the Company had no accounts receivable.

Taxes

Through November 30, 2000, the Company operated as an S Corporation for federal income
tax purposes. Under federal, state and local income tax laws generally applicable to S
Corporations, the tax effects of the Company’s activities during that period accrued directly
to its shareholders. Accordingly, no deferred tax benefit for federal, state or local taxes has

-
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John W. Loofbourrow Associates, Inc.

Notes to the Statement of Financial Condition

2. Significant Accounting Policies (continued)
Taxes (continued)

been made for any net operating losses incurred prior to November 30, 2000. At Novemnber
30, 2000 the Company had an accumulated deficit of approximately $340,000.

Effective December 1, 2000, the Company was organized for federal tax purposes as a C
corporation. The Company accounts for income taxes in accordance with Financial
Accounting Standards No. 109. The Company expects to pay no federal, state and local
income taxes for the year due to its operating losses. At November 30, 2006 the Company
has unused federal, state and local net operating loss carryforwards (“NOL’s”) of
approximately $69,000. A valuation allowance equal to the NOL deferred tax asset
(approximately $12,000) has been provided due to the Company’s history of operating
losses.

3. Securities Owned

In lieu of a receivable from a client the Company accepted 500.000 shares of stock in a
private company, Sunrise Broadband Group. The Company assigned a fair value of $40.000
on the day the Company received the shares. This value was subsequently reduced to
$10,000 as of November 30, 2006 and is included in securities owned on the statement of
financial condition. Fair value was determined based on the private status of the company,
the financial prospects of the company, and the fair value of a publicly traded company that
has made a tentative acquisition offer.

4. Related Party Transactions

The Company has an arrangement whereby Loofbourrow, Inc., a related entity with similar
stockholders as the Company, provides employee services, equipment and administrative
support services to the Company. The Company was charged fees by Loofbourrow, Inc. for
advice provided to the Company with respect to various customer related financing
transactions and to reimburse Loofbourrow, Inc. for the employee services, equipment and
administrative expenses provided to the Company. During the year ended November 30,
2006 the principal shareholder of the Company provided significant services to Loofbourrow,
Inc.




John W. Loofbourrow Associates, Inc.

Notes to the Statement of Financial Condition

5. Profit Sharing Plan

The Company and Loofbourrow, Inc. maintain a profit-sharing plan (the “Plan”) that covers
all eligible employees who have reached the age of 21 and have completed one year of
service with the Company or its affiliates. Contributions to the Plan are at the discretion of
the Board of Directors. There were no contributions to the Plan by the Company in 2006.

6. Net Capital Requirement

The Company 1s subject to the Securities and Exchange Commission’s (“SEC’s”) Uniform
Net Capital 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 15:1. At November 30, 2006, the Company had net capital of $10,306 which was
$5,306 in excess of its net capital requirement of $5,000. The ratio of aggregate indebtedness
to net capital at November 30, 2006 was approximately 1.38 to 1. The Company is exempt
from the SEC’s customer reserve requirements of Rule 15¢3-3.

7. Shareholders’ Equity

On September 23, 2004, the Board of Directors of the Company and Loofbourrow, Inc.
approved the issue to John Loofbourrow options to purchase shares of stock in each
company. Each ten year option has a strike price of $68.89 to purchase 1 share in each of the
two held companies, i.e. $68.89 purchases one share in each company. One option is granted
for each $100 principal value of loan provided to the companies by John Loofbourrow. At
November 30, 2006, 2,330 options had been granted.

8. Contingencies

In 1997, the Company completed a securitization of factored receivables for Q Capital
Corporation. The receivables were insured for default by a policy from AIG. In 1999, AIG
asserted claims against Q Capital Corporation and the Company in the collective amount of’
$30,000,000, as well as related fees. AIG alleges that appropriate disclosures were not made
by the parties involved. In March 2005, this case was sent by the Superior Court to to binding
arbitration between AIG and Q Capital Corporation. The arbitration award in favor of AIG
was confirmed on December 22, 2005 by the Superior Court. Neither the Company nor its
affiliates were a party to the binding arbitration

The Company believes. after consultation with its attomneys, that the Company has numerous
legal defenses (including indemnification agreements). which it will vigorously pursue
should AIG press its claim against the Company. Accordingly, at the present time the




John W. Loofbourrow Associates, Inc.

Notes to the Statement of Financial Condition

8. Contingencies (continued)

Company has not provided for this contingency and believes the claim will not have a
material adverse impact on its financial condition.

END




