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OATH OR AFFIRMATION

1, Bryan B. Rutberg , swear (or aflirm) that, to the best of

my knowledge and belief the accompanying tinancial statement and supporting schedules pertaining to the firm of
Rutberg & Company, LLC and Subsidiary

of December 31 ,20 08

, as

, are true and correct. 1 further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprictary interest in any account
classified solely as that of a customer, except as follows:

None

=
=T

Member
Title

Nowry Public ¢/ JOHN N. MINJIRAS
Commission # 1399027
Notary Public - Califomla g
San Franclsco Counly

My Comm. Explres Mar 5, 2007

—5

his report ** contains {check all applicable boxes):

(a) Facing Page.

(b} Statement of Financial Condition.

(c) Statement of Income (Loss).

(d} Statement of Changes in Financial Condition.

(e} Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

(fY Swatement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

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

{j) 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.

B B )] O <) B Bl <] ]

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

(1) An Oath or Affirmation. .

OO (m) A copy of the SIPC Supplemental Report.

O (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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& COMPANY LLP

ACCOUNTANTS & CONSULTANTS
SAN FRANCISCO PALO ALTO

Report of Independent Auditors

To the Members:

We have audited the accompanying consolidated statements of financial condition of Rutberg &
Company, LLC and Subsidiary as of December 31, 2006 and 2005, and the related consolidated
staicments of operations, changes in members’ equity, and cash flows for the years then ended. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility
IS to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepied in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material misstaternent. An audit includes
examining, on a test busis, evidence supporting the amounts and disclosures in the consolidated financial
statements.  An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall consolidated financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 2006 and 2005 consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Rutberg & Company, L1.C and Subsidiary as of December 31,
2006 and 2005, and the results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

As discussed in Note | to the consolidated financial statements, Rutberg & Company, LLC and
Subsidiary changed its method of accounting for share-based payments in accordance with Statement of
Financial Accounting Standards No. 123(R) on January 1, 2006.

Powtsbhom (’am,aag/z;z 2

San Francisco. California
February 16, 2007

101 SECOND STREET, SUITE 1200, SAN FRANCISCO, CA 94105 TEL (415) 433 - 1177 FAX (415) 433 - 1653
2483 EAST BAYSHORE ROAD, SUITE 202, PALO ALTO, CA 94303 TEL (650) B42 - BA96 FAX (415) 433 - 1653
WEBSITE: WWW.ROWBOTHAM.COM  E-MAIL - CONSULTING @ ROWEBOTHAM.COM

Member of the ATCPA and PCAOR




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Qath of Corporate Officer
December 31, 2006

[ affirm that to the best of my knowledge and belief the accompanying consolidated financial
statements and supporting schedules are true and correct. I further affirm that neither the Company
nor any member, proprietor, principal office or director has any proprictary interest in any account
classified solely as that of a customer,

Bryusn B. ltﬁ—t‘l;crg
Rutberg & Company, LLC




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Consolidated Statements of Financial Condition
As of December 31, 2006 and 2005

Assets

Cash and cash cquivalent
Accounts recetvable

Prepaid expenses and other assets
Furniture and equipment, net

Total assets

Liabilitics and Members’ Equity

Lines of credit

Accounts payable and accrued expenses
Deferred revenue

Capital lease obhgations

Loan from member

Total habilities

Members’ equity

Total habilities and members’ equity

2006 2005
$866,966 $450,862
61,699 122,468
22,142 15,954
46,755 38,685
$997,562 $627,969
$ 8,624 $ 11,183
794,445 60,346
13,042
15,103 23,582
100,000
818,172 208,153
179,390 419,816
$997,562 $627,969

The accompanying notes are an integral part of these consolidated financial statements.
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RUTBERG & COMPANY, LLC AND SUBSIDIARY

Consolidated Statements of Operations
For the Years Ended December 31, 2006 and 2005

Net income (loss)

20006 2005

Revenues:
Investment banking fees $3,699,359 $3,031,341
Wireless conferences 2,081,610 1,143,332
Other 324,327 -
Information services 13,042 98,551
Interest income 38,318 17,793
Total revenues 6,156,656 4,291,017

Expenses:
Caompensation 4,357,260 2,633,773
Marketing and business development 1,037,291 1,033,699
Professional fees 452,569 170,412
Rent 100,032 131,187
Other operating expenses 350,208 212,390
Depreciation and amortization expense 27,634 20,353
Interest expense 21,411 13,206
Total expenses 6,346,405 4,215,020
Net income (loss) before provision for income taxes {189,749) 75,997
Provision for income taxes 12,590 6,800

$ (202,339)

P 69,197

The accompanying notes are an integral part of these consohdated financial statements.
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RUTBERG & COMPANY, LLC AND SUBSIDIARY

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2006 and 2005

2006 2005

Cash flows from operating activities:
Net mcome (loss) $(202,339) $ 69,197
Adjustments to reconcile net income to net cash provided by (used
In} operating activities:

Depreciation and amortization 27,634 20,353
Change in operating assets and habilities:
Accounts receivable 60,769 (79,539)
Prepaid expenses and other assets (6,188) 2,483
Accounts payable and accrued expenscs 734,099 8,412
Deferred revenue (13,042) (59,465)
Net cash provided by (used i) operating activities 600,933 (38,559)
Cash flow from investing activities:
Purchase of furniture and equipment (35,704) ---
Net cash used in investing acuivities (35,704) -

Cash flows from financing activities:

Proceeds from issuance of Class C units 19,980 38,800
Distributions to Class C memibers (58,067) (430,587)
Loan from member {100,000) ---
Repayment of capital lease obligations (8,479) (5,784)
Borrowing from (repayment of) line of credit, net (2,559) 3,645
Net cash used in financing aclivities {149,125) (393,866)
Net increase (decrease) in cash 416,104 {432,425)
Cash:

At the beginning of the vear 450,862 883,287

At the end of the year $ 866,966 $ 450,862

The accompanying notes are an imntegral part of these consolidated financial statcinents.
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RUTBERG & COMPANY, LLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2006 and 2005

Summary of Significant Accounting Policies

General - Rutberg & Company, LLC and the Subsidiary (the “Company”) consists of Rutberg &
Company, LLC (“Rutberg”™) and its wholly-owned subsidiary, Rutberg Information Services, LI.C
(“RIS™). Both entities are Delaware himited hability companies and shall continue indefinitely. On
September 21, 2001, the National Association of Securities Dealers, Inc. approved Rutberg’s
membership. Rutberg is a rescarch-driven investment company focused primarily on raising private
equity capital for and providing merger-and-acquisition services to lcading emerging growth
companics.  Rutberg 1s currently focused on the wireless technology scctor. RIS provides
information on companies in the wireless technology sector on a contracted basis.

Basis of Presentation - The accompanying consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America.

Principles of Consolidation -~ The consolidated financial statements include the financial statements
of Rutberg and RIS, All significant transactions and balances between the Rutberg and RIS have
been eliminated in consolidation.

Uses of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted i the Umited States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting periods. Actual results could differ from those estimates.

Fair Value of Financial Instruments - The carrying amounts of assets and liabilities, excluding
capitat lease obligations and loan from member, approximate fair value due to the short maturities of
these instruments. The carmrying fair value capital lease obligations and loan from member
approximate fair value, as interest is tied to or approximates market rate.

Cash and Cash Equivalent - For purposcs of reporting cash flows, the Company considers all short-
term, interest-bearing deposits with original matures of three months or less to be cash equivalents.

Concentration of Credit Risk - Financial instruments, which potentially subject the Company to
concentration of credit risk, consist principally of accounts receivables and holdings of cash.

The Company’s credit risk is managed by investing its cash in high-quality moncy market
mstruments. The Company had cash in excess of federally insured limits of $766,966 at December
31, 2000.

The receivables credit risk is controlled through credit approvals, credit limits, monitoring
procedures, and establishment of a reserve for doubtful accounts if and when needed.




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2000 and 2005

The Company had three customers that comprise 43%, 28%, and 11% of total accounts receivable at
December 31, 20006.

The Company had three customers that comprise 43%, 26%, and 15% of total accounts receivable at
December 31, 2005.

The Company had three custoimers that compnise 13%, 10%, and 8% of total revenues for the year
ended December 31, 2006.

The Company had three customers that comprise 19%, 15%, and 12% of total revenues for the year
ended December 31, 2005,

Furniture and Equipment - Furniture and equipment are stated at cost less accumulated
depreciation and amortization and are depreciated or amortized over their estimated useful lives of the
related assets using the declining balance and straight-line methods over 3 years. Upon retirement or
sale, the cost and related accumulated depreciation are removed from the balance sheet and the
resulting gain or loss is reflected in other income and expense. Maintenance and repairs are charged
to operations as incurred.

Impairment of Long-lived Assets - The Company evaluates its long-lived assets for indications of
possible impaimment whenever events or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Recoverability is measured by comparison of the carrying
amounts to the future net undiscounted cash flows, which the assets are expected to generate. Should
an unpairment exist, the impainment would be measured by the amount by which the carrying amount
of the assets exceeds the projected discounted future cash flows arising from the asset. There have
been no such impairments of long-lived assets through December 31, 2006.

Revenue Recognition - The Company’s revenues for investment banking fees and wireless
conferences are recognized when earned. Subscription revenue related to information services 1s
recogmized ratably over the contractual period. PPayments for information services are generally made
m advance and arc non-refundable. Customer advances and billed amounts due from customers in
excess of revenue recognized are recorded as deflerred revenue.

Expense Recognition - The Company’s expenses are charged to expense as incurred.

Income Taxes - Rutberg and RIS file a combined federal and state income tax returns. Rutberg and
RIS are treated as a partnership for federal and state income tax purposes. Consequently, no
provisiton has been made for federal or state income taxes, since these taxes are the responsibility of
the member. The Company is however, subject to the annual California LLC tax of $800 and a
Califorma LLC fee based on gross revenues.

Comprehensive Loss - For all periods presented, therc were no differences between net loss and
comprehensive loss.



RUTBERG & COMPANY, LLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2000 and 2005

Stock-Based Compensation - Prior to January 1, 2006, the Company accounted for stock-based
compensation awards to employees using the intrinsic value method under the recognition and
measurement principles of Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for
Stack issued to Employees.” The application of APB Opimion No. 25 did not result in compensation
expense because the exercise price of the stock-based awards was equal to the fair market value of the
stock at the grant date.

Lffective January 1, 2006, the Company adopted the provisions of SFAS No. 123(R), “Share-Bascd
Payment”. SFAS No. 123(R) replaces SFAS No. 123 and superseded APB No. 25 and related
interpretations.  Under SFAS No. 123(R), the Company must measure the fair value of all stock-
based awards to employees, including stock options, on the date of grant and amortize the fair value
of these awards to compensation expense over the service pertod. The Company elected the
prospective application method, under which prior periods are not revised for comparative purposes.
The valuation provisions of SFAS No. 123(R) apply to new awards and to awards outstanding as of
the effective date that are substantially modified. For stock-based awards granted on or after January
1, 2000, the Company will recognize stock-based compensation expense on the stratght-line basis
over the requisite service period, which is generally the vesting pertod. Prior to the adoption of SFAS
No. 123(R), the Company applied the minimum value method to the value of the stock-based awards
in accordance with SFAS No. 123. Under the prospective application method prescribed in SFAS
No. 123(R), estimated compensation expense for stock-based awards that were valued using the
minimum value method and were outstanding and unvested as of January 1, 2006 should not be
recognized as compensation expense. The Company will continue to report these amounts under the
disclosure-only provisions of SFAS No. 123.

Had compensation cost for the Company’s stock option plan been determined based on the fair market
value at the grant dates for stock options granted consistent with the provision of SFAS 123, the
expense for the years ended December 31, 20085, net of the related tax effect, would not have been
material.

The adoption of SFAS No. 123(R) did not have a material effect on our financial position and results
{rom operations.
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RUTBERG & COMPANY, LLLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2000 and 2005

Furniture and Equipment

Furniture and equipment consists of the following at December 31, 2006 and 2005:

2006 2005

Furniture 355,729 $ 30,128
Computer software 6,147 6,147
Liquipment 21,946 11,843
Equipment under capital leases 30,056 30,056

Total furmiture and equipment 113,878 78,174
Less accumutated depreciation (49,389) (31,774)
Less accumulated amortization on equipment under capital lease (17,734) (7,715)

346,755 t 38,685

Depreciation and amorbization expense was $27,634 and $20,353 for the years ended December 31,
2006 and 2005.

Lines of Credit

The Compuany has a $15,000 revolving line of credit, credit card, with a bank. This revolving line of
credit 1s secured by the cash on deposit with the bank. The $15,000 cash on deposit is recorded in
other assets at December 31, 2006. Interest of 18.15% 1s charged on balances carried into the next
billing cycle. The Company’s balance duec of $0 and $11,183 at December 31, 2006 and 2005
consists of current charges not subject to interest,

The Company has a $10,000 revalving line of credit, credit card, with a company. The $10,000
revoiving line of credit is unsecured. Interest of 26.99% is charged on balances carried into the next
billing cycte. The Company’s balance due of $8,624 at December 31, 2006 consists of charges
subject to interest.

Interest expense was $2 054 and 30 for the ycars ended December 31, 2006 and 2005.

10




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Notes to the Conselidated Financial Statements
For the Years Ended December 31, 20006 and 2005

Capital Lease Obligation

The Company leases computers under a capital leases expiring at various dates through May 2009.
The future minimum lease payments, as of December 31, 2006, are as follows:

Year ending Decerber 31,

2007 $ 9,009
2008 7,118
2009 2,432
Total minimum lease payments 18,559
Less amounts representing interest (3,456)
Present vatue of future minimum lease payments $15,103

[nterest expense on capital leases was $3,628 and 33,206 for the years ended December 31, 2006 and
2005.

L.ease Commitments

Rutberg leases office space in San Francisco, California where the lease began in November 2005 and
ends in December 2008, Rent expense was $100,032 and $131,187 for the years ended December 31,
2006 and 2005:

At December 31, 2000, total future minimum lease payments are as follows:

Year ending December 31:

2007 $i03,572
2008 107,940
Total minimum lease obligation $211,512

Loan From Member

The Company’s managing member, loaned the Company $100,000 in July 2004, The demand note
carries an interest rate of 10% per annum, payable monthly. The demand note was repaid in
September 2006, Interest expense was 57,500 and $10,060 for the years ended December 31, 2006
and 2005,

Members’ Capital

The ownership of the Company is comprised of four member classes. Class A and Class C units may
be 1ssued solely for cash or other property. Class B units are issued solely as a future profits interest
i exchange for past or {uture services to the Company. Class D units are option units issued subject
to the Company’s opticn plan. The maximum number of units in aggregate that may be issued is
100,000,000.

11




RUTBERG & COMPANY, LLLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2006 and 2005

Class A and Class C units have a priority protits retum.

The Class B units vest over a period of time, generally four or five years. At December 31, 2006
there were 8,159,544 vested Class B units.

In February 2004, the Company issued 640,000 Class C units with 400,000 warrants attached for
$400,000. The warrants entitle the holders to preferential distribution up to the amount of ther
investment. Payment amounts constitute 20% of revenue for any month the Company’s net wncome
exceeds $50,000. Additionally, the warrants are converted to cquity shares cqual to 85% of the value
of the warrant holders’ purchase price with increases in the percent convertible based on certain
benchmarks.  Upon exercise of warrants, the Class C units will be subject to repurchase by the
Company at $.001 per unit. At December 31, 2004, the warrants’ converston ratio was 125% of the
ariginal investment because of failure to achieve stated benchmarks that resulted in 500,600 warrants
outstanding. The final benchmark required the Company to have distributed to the investors 100% of
their ininal investment by August 2005. This milestone was not met and the conversion rate
increased an additional 20% to 145% of the initial mvestment resulting in 580,000 warrants
outstanding at December 31, 2006 and 2005. During the year ended December 31, 2005, $340,000 of
the initial investment was distributed and during the vear ended December 31, 2004, $60,000 of the
initial investment was distributed. A total of $400,000 of preferential distributions have been made,
which cquals the amount of the original investment.

In June 2003, the Company issued 62,176 Class C units to its managing member for $38,860.

In February 2006, the Company issued 9,000 Class C units for $19,980 to new investors.

Under the provisions of the 2001 Option Plans, options for the purchase of Class D units have been
granted. The options are exercisable 1/4 one year after grant date and 1/36 each month thereafter.

The options expire on April 17,2011,

A summary of all stock option transactions is as follows:

Weighted -
Average
Available Options Exercise

Reserved For Grant Outstanding Price Share

Balance, January 1, 2005 284,450 2,215,550 284,450 $0.20
Granted . —-- .- .
Exercised --- - -
Forfeited --- --- —— -
Balance, December 31, 2005 284,450 2,215,550 284,450 0.26
Granted --- —aa - .
Exercised - e —— ae-
Forfeited --- .- —-- .-
Balance, December 31, 2006 284,450 2,215,550 284.450 50.26

12



RUTBERG & COMPANY, LLC AND SUBSIDIARY

Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2006 and 2005

Options exercisable at December 31, 2006 and 2005 totaled 250,838 and 201,206. The weighted-
average exercise price for options that are exercisable at December 31, 2006 and 2005 was $0.23 and
$0.19.

A summary of options outstanding at December 31, 2006 is as {ollows:

Weighted
Avcerage

Remaining

Number of Contractual Number of
Exercise Shares Life Shares
Price Outstanding {Years) Exercisable
$.05 150,000 4.33 150,000
$.50 134,450 433 100,838
284,450 433 __ 250,838

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capitai Rule (rule
15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
agpregated indebtedness to capital, both as defined, shall not exceed 15 to 1. At December 31, 2006
and 2005, the Company had net capital of $35,264 and $208,068. Net capital as of December 31,
2006 ts $19,281 less than its required net capital. Net capital at December 31, 2005 is $194,191 in
excess of its required net capital. At December 31, 2006, the Company’s ratio of aggregated
indebtedness to net capital was 23.20 to 1 which exceeds the allowable amount of 15 to 1. At
December 31, the Company’s ratio of aggregated indebtedness to net capital was 1.00 to 1 which
does not exceed the allowable amount of 15 to 1.
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Report of Independent Auditors on Supplementary Information

To the Members:

We have audited the accompanying consolidated financial statements of Rutberg & Company, LLC and
Subsidiary as of and for the year ended December 31, 2006, and have issued our report thereon dated
February 16, 2007. OQur audit was conducted for the purpose of forming an opinion on the basic
consolidated financial statements taken as a whole. The supplementary information contained in the
following pages are presented for purposes of additional analysis and is not a required part of the basic
consolidated financial statements, but is supplementary information required by Rule 17a-5 under the
Securities Exchange Act of 1934. The supplementary information contained in the following page has
been subjected to the auditing procedures applied in the audit of the basic consolidated financial
statements and, in our opinion, is fairly presented in all material respects in relation to the basic
consolidated financial statements taken as a whole.

Bowtodhon 3 Company LL7P

San Francisco, California
February 16, 2007
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RUTBERG & COMPANY, LLLC AND SUBSIDIARY

Computation of Net Capital
Under Rule 15¢3-1 of the Securities and Exchange Commission
As of December 31, 2006

Net Capital

Total members’ equity from consclidated statement of financial condition $179,390

Deduct members’ equity not allowed for net capital ---

Total members’ equity qualified for net capital 179,390

Add:
Liabilities subordinated to claims of general creditors allowable in computation of net
capital
Other {deductions) or allowable credits —

Total capital and allowable subordinated liabilities 179,390

Deductions and/or charges:
Total nonallowable assets from statement of financial condition (130,596)
Secured demand note deficiency -
Commodity futures contracts and spot commodities ~ proprietary capital charges
Other deductions and/or charges

Other additions and/or credits .-

Net capital before haircuts on securities position 48,794

Haircuts on securities:
Contractual securities commitments .-
Subordinated securities borrowings -
Trading and investment securities _—

Undue concentration .
Other {13,530)

Net capital $ 35,264
Minimum net capital required {6-2/3% of total ageregated indebtedness) $54,545
Minimum dollar net capital required $5,000

Net capital requirement {greater of minimum net capital required or minimum dollar

net capital required) 354,545
Excess net capital §( 19.281)
Excess capital at 1000% $(46,553)

Apprevate Indebtedness

Total liabilities from consolidated statement of financial condition $818,172

Less non-aggregate indebtedness --

Total aggregated indebtedness $818,172
Ratio: Aggregated indebtedness to net capital 23200 1
16




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
As of December 31, 2006

An exception from Rule 15¢3-3 is claimed, based upon section (k)(2)(i1). Al customer transactions
are processed in accordance with Rule 15¢3-1(a)(2).

17




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
As of December 31, 2006

The Company is in compliance with provisions of Rule 15¢3-3(b), 15¢3-3(c), and 15¢3-3(d) at

December 31, 2006.




RUTBERG & COMPANY, LLC AND SUBSIDIARY

Reconciliation Pursuant to Rule 17a-5(d)(4) of the Securities and Exchange Commission
' As of December 31, 2006

Reconciliation of differences between Computation of Net Capital as filed by the Company in Part
IIA and computation contained in supplementary information to the consolidated financial statements:

Net capital as reported by the Company in Part ITA $ 698,164

Differences:
Audit adjustments to correct cash (496,185)
Audit adjustment to record depreciation expense {27,634)
Audit adjustment to record provision for income taxes (12,590)
Audit adjustment to correct other assets 15,474
Audit adjustment to correct capital leases 1,462
Audit adjustment to correct fixed assets 699
Net capital as reported in the financial statements $ 179,390
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Report of Independent Auditors on Internal Control

To the Members:

In planning and performing our audit of the consolidated financial statements and supplementary schedules of
Rutberg & Company, LLC and Subsidiary (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 financtal reporting (*‘internal control™) as a basis for designing our audit
procedures for the purpose of expressing our opinion on the consolidated financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internat 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 Secunties and Exchange Commission (the “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 debits) and net capttal under rule 17a-3(a)(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
performs 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 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 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 or disposition and that transactions are executed in accordance with management’s authorization and
recorded properly to permit preparation of financial statements in conformity 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.
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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 becausc 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 1s 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 accounting principles generally accepted in the United States of America such that there 1s more than a
remote likelihood that a misstatement of the enuty’s financial statements that is more than inconsequential will
not be prevented or detected by the entity's intemal 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 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 that might be matenial weaknesses.
However, we 1dentified the following deficiency in internal controls that we considered to be a matenal
weakness as defined above. These conditions were considered in determining the nature, tirmng, and extent of
the procedures performed in our audtt of the consolidated financial statements of Rutberg & Company, L1.C
and Subsidiary as of and for the year ended December 31, 2006, and this report does not affect our report
thereon dated February 16, 2007,

We noted material adjustments at vear ended that cause us to believe that the Company is in need of a
controller to be responsible for all the day-to-day accounting, including reviewing of account
reconciliations, supervising accounting clerical personnel, and preparing monthty financial statements that
are not materially misstated.

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 purpose in accordance with the Sccurities
Exchange Act of 1934 and related regulations, and that practices and procedures that do not accomplish such
objectives in all matenal respects indicate a material nadequacy 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.
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This report is intended solely for the information and use of the member, management, the SEC, the National
Association of Securities Dealers, Inc., and other regulatory agencies which rely on Rule 17a-5(g) under the

Securities and 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.

[Cowotfodham 3 Copn Py LLF

San Francisco, California
February 16, 2007

22

Rowbotham EN@

& COMPANY LLP




