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LEVINE & GRANET
CERTIFIED PUBLIC ACCOUNTANTS
855 AVENUE OF THE AMERICAS
NEW YORK, NEW YORK 10001

(212) 594-0065 £ IENT C N TN
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FAX (212) 594-1977

CARL C. LEVINE, CPA
CURTIS A. GRANET, CPA/PFS
PAUL A RAPPOPORT, CPA
ROY HOEFMANN, CPA

February 26, 2007

Securities and Exchange Commission
100 F Street, NE
Washington, DC 20549

Re: Evolution Markets Financial Services LLC
Audit Date: December 31, 2006

A Gentlemen:

On behalf of the above client, we enclose two copies of the following reports pursuant to the
filing requiremerit of Rule 17a-5 of the Securities and Exchange Commission:

1. Financial Statements and Supplementary Schedule as of December 31, 2006 and
Independent Auditor’s Supplementary Report on Internal Accounting Control.
2. Statement of Financial Condition (separately bound)

Since a separately bound copy of the Statement of Financial Condition is enclosed, our client
requests confidential treatment of the Rule pursuant to Rule 17a-5 (e)(3).

Very truly yours

-

Levine & (ranet, CPA’s

Enclosures
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STATEMENT OF FINANCIAL CONDITION
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LEVINE & GRANET
CERTIFIED PUBLIC ACCOUNTANTS
855 AVENUE OF THE AMERICAS
NEW YORK, NEW YORK 10001

(212) 594-0065
FAX {212) 594-1977

CARL C. LEVINE, CPA
CURTIS A. GRANET, CPA/PFS
PALUL A. RAPPOPORT, CPA
ROY HOFFMANN, CPA

INDEPENDENT AUDITORS’ REPORT

To the Member of
Evolution Markets Financial Services LLC
(a wholly owned subsidiary of Evolution Markets Inc.)

We have audited the accompanying statement of financial condition of Evolution Markets
Financial Services LLC (the “Company”) as of December 31, 2006. This financial statement is
the responsibility of the Company’s management. Our responsibility is to express an opinion on
this financial statement 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 this financial statement is 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 statement referred to above presents fairly, in all material respects,
the financial position of Evelution Markets Financial Services LLC as of December 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.

Granet, CPA’S
New York, New York
Febfary 22, 2007

FAL&G Documents\Financial Statement\Evolution Markets FS LLC Finaccial Condition.doc
Page 1



EVOLUTION MARKETS FINANCIAL SERVICES LL.C
STATEMENT OF FINANCIAL CONDITION -
DECEMBER 31, 2006

ASSETS
CURRENT ASSETS
Cash $ 178.501
TOTAL ASSETS § 178,501
LIABILITIES AND MEMBER'’S EQUITY
LIABILITIES
Accounts Payable $ 4,036
Accrued Expenses 3.100
Total Liabilities $ 7,136
MEMBER’S EQUITY ‘ 171,365
TOTAL LIABILITIES AND MEMBER’S EQUITY $§ 178,501

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THIS STATEMENT
Page 2
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EVOLUTION MARKETS FINANCIAL SERVICES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

Evolution Markets Financial Services, LLC (the Company) is a broker-dealer registered
with the Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers (NASD). The Company was formed under the Limited Liability
Company laws of the State of Delaware on March 3, 2005, and is a wholly owned
subsidiary of Evolution Markets Inc. (Parent).

The Company is a newly licensed (November 13, 2006) broker-dealer organized primarily
to conduct investment-banking business.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

A. CASH AND CASH EQUIVALENTS
For the purposes of the statement of cash flows, the Company has defined cash
equivalents as highly liquid investments, purchased with original maturities of less than '
ninety days that are not held for sale in the ordinary course of business. :

B. CONCENTRATIONS OF CREDIT RISKS
Financial instruments that potentially subject the Company to concentrations of credit
risk consist principally of cash. The Company maintains its cash in one financial
institution. At December 31, 2006 approximately $78,500 was in excess of federally
insured amounts. It is the Company’s policy to review, as necessary, the credit
standing of each counter party.

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

NOTE 3 - INCOME TAXES

The Company is recognized as a single member limited liability company (“LLC”) by the
Internal Revenue Service. As such, it is treated as a disregarded entity and is not subject to
income taxes. The Company’s income or loss is reportable by its member (Parent), a
corporation,

Page 3

LEVINE & GRANET CERTIFIED PUBLIC ACCOUNTANTS



EVOLUTION MARKETS FINANCIAL SERVICES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

NOTE 4- RULE 15C3-3

The Company is exempt from the provisions of Rule 15¢3-3 under paragraph (k)(2)(i).

NOTE 5 — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s 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 15to 1. At
December 31, 2006, the Company had net capital of $171,365, which was $166,365 in
excess of its required net capital of $5,000. The Company’s net capital ratio was .04 to 1.

Page 4
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EVOLUTION MARKETS FINANCIAL SERVICES, LLC
FINANCIAL STATEMENTS
DECEMBER 31, 2006

(WITH SUPPLEMENTARY INFORMATION)
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LEVINE & GRANET
CERTIFIED PUBLIC ACCOUNTANTS
855 AVENUE OF THE AMERICAS
NEW YORK, NEW YORK 10001

(212) 594-0065
FAX (212) 594-1977

I
CARL C. LEVINE, CPA
CURTIS A. GRANET, CPA/FFS
PAUL A. RAPPOPORT, CPA
ROYIHOFFMANN, CPA

INDEPENDENT AUDITOR’S REPORT

To the Member of
Evolution Markets Financial Services, LLC
(a wholly owned subsidiary of Evolution Markets Inc.)

We have audited the accompanying statement of financial condition of Evolution Markets
Financial Services, LLC (a wholly owned subsidiary of Evolution Markets Inc.), as of December
31, 2006 and the related statements of income, changes in member’s 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 audits 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 Evolution Markets Financial Services, 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
+  taken as a whole. The information contained in Schedules I and II are presented for purposes of
additional analysis and is not part of the basic financial 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 audits 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, and in conformity with the rules of the Securities and

Exchange Commission.

%%?anet, CPA’s

New York, New York
February 22, 2007
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EVOLUTION MARKETS FINANCIAL SERVICES, LLC
STATEMENT-OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS
CURRENT ASSETS
Cash $ 178,501
TOTAL ASSETS $ 178501
LIABILITIES AND MEMBER'’S EQUITY
LIABILITIES
Accounts Payable _ | $ 4,036
Accrued Expenses ' 3.100
Total Liabilities - $ 7,136
MEMBER’S EQUITY 171,365
TOTAL LIABILITIES AND MEMBER'’S EQUITY 3 178,501

The Accompanying Notes are an Integral Part of this Statement
Page 2
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REVENUES

EVOLUTION MARKETS FINANCIAL SERVICES, LLC
‘STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2006

COST OF OPERATIONS:

Fees and Expenses

Organizational Expense

Other Operating Expenses

Total Operating Expense

NET I.OSS

The Accompanying Notes are an Integral Part of this Statement
Page 3

1,611
141,124

6,014

(148.749)

§ (148,749

LEVINE & GRANET CERTIFIED PUBLIC ACCOUNTANTS




EVOLUTION MARKETS FINANCIAL SERVICES, LLC
STATEMENT OF CHANGES IN MEMBER’S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2006

MEMBER’S EQUITY - Beginning of Year

Net Loss

Add: Member’s Contribution

MEMBER’S EQUITY — End of Year

The Accompanying Notes are an Integral Part of this Statement
Page 4

$ 160,114

(148,749)

160,000

$§ 171365

LEVINE & GRANET CERTIFIED PUBLIC ACCOUNTANTS




EVOLUTION MARKETS FINANCIAL SERVICES, LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Net Loss

Adjustments to reconcile net income to net cash
Used for operating activities:

Organizational Cost $ 60,321
Accounts Payable (7,021)
600

Accrued Expenses
NET CASH USED BY OPERATING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:

Member’s Contribution
Net Increase in Cash
Cash — Beginning of Year

Cash — End of Year

Supplemental Disclosures of Cash Flow Information:

None

The Accompanying Notes are an Integral Part of this Statement
Page 5

$ (148,749)

53,900

(94,849)

_160.000

65,151

_ 113,350

§ 178,501
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EVOLUTION MARKETS FINANCIAL SERVICES, LL.C
NOTES TO FINANCIAL STATEMENTS -
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 — ORGANIZATION AND NATURE OF BUSINESS

Evolution Markets Financial Services, LLC (the Company) is a broker-dealer registered
with the Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers (NASD). The Company was formed under the Limited Liability
Company laws of the State of Delaware on March 3, 2005, and is a wholly owned
subsidiary of Evolution Markets Inc. (Parent).

The Company is a newly licensed (November 13, 2006) broker-dealer organized
primarily to conduct investment-banking business.

NOTE 2 —- SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

A. CASH AND CASH EQUIVALENTS
For the purposes of the statement of cash flows, the Company has defined cash
equivalents as highly liquid investments, purchased with original maturities of less
than ninety days that are not held for sale in the ordinary course of business.

B. CONCENTRATIONS OF CREDIT RISKS
Financial instruments that potentially subject the Company to concentrations of
credit risk consist principally of cash. The Company maintains its cash in one
financial institution. At December 31, 2006 approximately $78,500 was in excess of
federally insured amounts. It is the Company’s policy to review, as necessary, the
credit standing of each counter party.

C. USE OF ESTIMATES
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect certain reported amounts and disclosures:
Accordingly, actual results could differ from those estimates.

NOTE 3 - INCOME TAXES

The Company is recognized as a single member limited liability company (“LLC”) by
the Internal Revenue Service. As such, it is treated as a disregarded entity and is not
subject to income taxes. The Company’s income or loss is reportable by its member

(Parent), a corporation.

LEVINE & GRANET CERTIFIED PUBLIC ACCOUNTANTS




EVOLUTION MARKETS FINANCIAL SERVICES, LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

NOTE 4 - RELATED PARTY TRANSACTIONS

Services Agreement

The Company entered into a service agreement with its Parent to grant the Company the
right to use a designated portion of office space in addition to receiving the benefit of -
certain employment related and overhead costs incurred by the Parent company. In
return, the Company will pay a servicing fee based upon 3% percent of expenses that the
Company designated. The Parent Company waived expenses for 2006 due to the late
approval in 2006.

NOTE 5 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s 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 to 1.
At December 31, 2006, the Company had net capital of $171,365, which was $166,365
in excess of its required net capital of $5,000. The Company’s net capital ratio was .04
to 1.

RULE 15C3-3 ,
The Company is exempt from the provisions of Rule 15c3-3 under paragraph (k)(2)(i).

LEVINE & GRANET CERTIFIED PUBLIC ACCOUNTANTS
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EVOLUTION MARKETS FINANCIAL SERVICES, LLC
SCHEDULE I
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2006

COMPUTATION OF NET CAPITAL

Total Member’s Equity $ 171,365
Deduct member’s equity not allowable for net capital : -0-
Total member’s equity qualified for net capital 171,365
Total capital and allowable subordinated liabilities 171,365
Deductions:

Non-allowable assets: -0-
NET CAPITAL $ 171365

See the Accompanying Independent Auditor’s Report
' Page 9
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EVOLUTION MARKETS FINANCIAL SERVICES, LLC
SCHEDULE 1
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2006

(Continued)
COMPUTATION OF AGGREGATE INDEBTEDNESS
Accounts payable and accrued expenses $ 7.136
Total Aggregate Indebtedriess $ 7,136
Ratio: Aggregate indebtedness to net capital 04101

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required (6-2/3% of A.L) $ 892
Minimum dollar net capital requirement 5,000
Minimum net capital requirement 5.000
Excess net capital h) 166,365

See the Accompanying Independent Auditor’s Report
Page 10
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EVOLUTION MARKETS FINANCIAL SERVICES, LLC
SCHEDULE II
COMPUTATION FOR DETERMINATION OF THE RESERVE REQUIREMENTS
AND INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3

FOR THE YEAR ENDED DECEMBER 31, 2006

The Company does not effect transactions for anyone defined as a customer under Rule
15¢3-3. Accordingly, there are no items to report under the requirements of this Rule.

See the Accompanying Independent Auditor’s Report
Page 11
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LEVINE & GRANET
CERTIFIED PUBLIC ACCOUNTANTS
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ROY HOFFMANN, CPA

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

To the Member of
Evolution Markets Financial Services, LLC

In planning and performing our audit of the financial statements and supplemental schedules of
Evolution Markets Financial Services, LLC, (the Company), 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 Securities 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 17a-5(g) in making the
periodic computations of aggregate indebtedness (or aggregate debts) 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 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 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 reasonable 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 of disposition, and that transactions are executed in accordance with

Page 12



management’s authorization and recorded properly to permit 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, 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 operations 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 of the
entity’s financial statements that is more than inconsequential will not be prevented or detected

by the entity’s internal control. i
|

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 internal control.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all 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 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, 2006 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 172-5(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.

Levine & Granet, CPA’s
New York, New York EN
February 22, 2007
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