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OATH OR AFFIRMATION

l, John Clement 1 swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Evolve Securities. Inc.

, as

of December 31, 2006 .20 , are truc 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:

nll

I

: TENNESSEE F
% NOTARY >

(Do

a:pg PUBLlC :S;: Signature
Eiss L FO
Title

Svanno .Nou@ Y COMMBSSION EXPRES 0CT 13, 200

Notary Public

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

& (a) Facing Page.

& (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

B} (d) Statement of Changes in Financial Condition.

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

Bl (f) Statement of Changes in Liabilities Subordinated 1o Claims of Creditors.

(g) Computation of Net Capital.

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

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

& () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
0 Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3,

Kl
0
O

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

(!} An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidentiul treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR'S REPORT

The Board of Directors
Evolve Securities, Inc,
Cordova, Tennessee

We have audited the accompanying statement of financial condition of Evolve Securities, Inc. (a wholly-
owned subsidiary of Evolve Financial Group, Inc.) as of December 31, 2006, and the related statements of
income (loss), changes in stockholder’s equity, changes in liabilities subordinated to claims of general
creditors, and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934, 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 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 Evolve Securities, Inc. 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 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 financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934, 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.

W, Sore ¥ Gnicalicets. PLL

February 26, 2007

Clark Centre

5100 Wheelis Drive, Suite 300 I
Memphis, Tennessee 38117-4558

www.rbgcpa.com




STATEMENT OF FINANCIAL CONDITION

Evolve Securities, Inc.
December 31, 2006

ASSETS

Cash

Deposits with clearing brokers
Receivables

Prepaid expenses

Furniture and equipment, net
Intangibles

Other

LIABILITIES AND STOCKHOLDER'S EQUITY

Accounts payable
Accrued expenses
Total liabilities

Stockholder's equity
Preferred stock, $.0001 par value, authorized 1,500 shares
Common stock, $.0001 par value, authorized 1,500 shares;
1,000 shares issued
Additional paid-in capital
Retained earnings (deficit)
Total stockholder's equity

See notes to financial statements.

$ 51,503
125,000
60,403

39,450

13,485
103,500

2,109

$ 395,450

b3 43,821
26,826

70,647

10
1,799,908
(1,475,115)

324,803

$ 395,450




I STATEMENT OF INCOME (LOSS)
Evolve Securities, Inc.
I Year Ended December 31, 2006
I Revenues
Commissions on securities transactions $ 268,416
I Interest and other income 38,349
306,765
I Expenses
Employee compensation and benefits 632,128
Regulatory fees 78,580
I Clearing expense 31,245
Technology expense 37,556
Occupancy and equipment 21,659
I Professional fees 40,243
Other 67,389
I 908,800
Net income (loss) $ (602,035)
I See notes to financial statements. 3




STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY

Evolve Securities, Inc.
Year Ended December 31, 2006

Additional Retained
Common Paid-in Earnings
Stock Capital (Deficit) Total
Balance at January 1, 2006 $ 10 § 974,908 3 (873,080) $ 101,838
Capital contributions by parent 825,000 - 825,000
Net income (loss) - - (602,035) (602,035)
Balance at December 31, 2006 $ 10 $ 1,799,908 $ (1,475,115) $ 3243803

See notes to financial statements.




STATEMENT OF CHANGES IN LIABILITIES SUBRODINATED TO
CLAIMS OF GENERAL CREDITORS

Evolve Securities, Inc,
Year Ended December 31, 2006

Subordinated liabilities at January 1, 2006 $ -

No activity during year -

Subordinated hiabilities at December 31, 2006 S -
\
See notes to financial statements. 5




STATEMENT OF CASH FLOWS

Evolve Securities, Inc.
Year Ended December 31, 2006

Cash flows from operating activities

Net income (loss)

Change in operating assets and labilities
Deposits with clearing brokers
Receivables
Prepaid expenses
Other assets
Due to clearing brokers
Accounts payable
Accrued expenses

Net cash used for operating activities

Cash flows from investing activities
Acquisition of furniture and equipment
Acquisition of intangibles
Net cash used for investing activities

Cash flows from financing activities - capital contributions
by Parent

Net change in cash
Cash at beginning of year
Cash at end of year
Supplemental cash flow disclosrues:

Cash paid for interest
Cash paid for income taxes

See notes to financial statements.

(602,035)

(75,000)
(34,187)
(13,802)
930
(25,053)
9,106
12,917

(727,124)

(13,485)
(103,500)

(116,985)

825,000

(19,109)

70,612

51,503

370




NOTES TO FINANCIAL STATEMENTS

Evolve Securities, Inc.
December 31, 2006

1. NATURE OF BUSINESS

Evolve Securities, Inc. (the Company), is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and is a member of the National Association of Securities Dealers (NASD). The
Company is a Delaware corporation that is a wholly-owned subsidiary of Evolve Financial Group, Inc.
(Parent).

The Company offers accounts on a fully disclosed basis through contractual agreements with clearing
brokers. Accordingly, the Company operates under the exemptive provisions of Securities and
Exchange Commission (SEC) rule 15¢3-3(k)(2)(i1).

The Company was incorporated on February 4, 2004 and was in the development stage through
December 31, 2005. The year 2006 is the first ycar during which the Company is considered an
operating company and is no longer in the development stage. Activities prnior to 2006 were devoted
primarily to obtaining regulatory approvals, recruiting and training personnel, product development,
and other administrative functions.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Commissions

Commissions and related clearing expenses are recorded on a trade date basis as securities transactions
QCCUT,

Long-lived Assets

Furniture and equipment are stated at cost, less accumulated depreciation computed principally by the
straight-line method over the estimated useful lives of the assets. Costs of additions, replacements or
improvements are capitalized, while expenditures for maintenance and repairs are charged to expense
as incurred.

Goodwill, included in intangibles, represents the excess of the purchase price over the fair value of
identifiable net assets acquired in an acquisition accounted for using the purchase method. At
December 31, 2006, the Company had goodwill in the amount of $10,000 as a result of the acquisition
of certain assets of a broker-dealer in April 2006 (see note 3).

Identifiable intangible assets of $93,500, included in intangibles, consist of various intangible assets
that are being amortized using the straight-line method over various lives. Accumulated amortization
was $0 at December 31, 2006.

Continued 7




NOTES TO FINANCIAL STATEMENTS

Evolve Securities, Inc.
December 31, 2006

The Company reviews its long-lived assets for impairment whenever events or circumstances indicate
that the carrying amount of an asset may not be recoverable or may be impaired. In addition, goodwill
is reviewed for impairment annually. For long-lived assets other than goodwill, if the sum of the
expected cash flows, undiscounted and without interest, is less than the carrying amount of an asset, an
impairment loss is recognized as the amount by which the carrying amount of the asset exceeds its fair
value. For goodwill, if the carrying amount of goodwill exceeds the implied fair value of goodwill (as
defined by SFAS No. 142}, an impairment loss is recognized in an amount equal to the excess.

Start-Up Expenses

Start-up expenses and organization costs incurred in organizing and capitalizing the Company,
obtaining regulatory approvals, and preparing for commencement of operations have been expensed
for financial statement purposes. The costs and expenses will be amortized over fifteen years for
income tax purposes.

Income Taxes

The Company is included in consolidated income tax returns filed by the Parent. Income taxes are
calculated as if the companies filed on a separate return basis, and the amount of current tax or benefit
calculated is remitted to or received from the Parent. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements, utilizing currently
enacted tax laws and rates. Deferred tax expenses or benefits are recognized in the financial
statements for the changes in deferred tax liabilities or assets between years.

Use of Estimates

The preparation of the Company's financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect reported
amounts of assets and liabilities, and disclosure of contingent assets and labilities, at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

ACQUISITION

In April 2006, the Company acquired certain intangible assets of U.S. Worldwide Financial Services,
Inc. for cash of $103,500. The intangible assets include customer accounts, mutual fund agreements,
registered representative licensing, noncompete agreement and goodwill,

Continued 8




NOTES TO FINANCIAL STATEMENTS

Evolve Securities, Inc.
December 31, 2006

NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the SEC Uniform Net Capital Rule (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 $110,783, which was $105,783 in excess of its required net
capital of $5,000.

INCOME TAXES

The components of deferred income taxes are as follows:

Deferred tax assets:
Start-up expenses $ 277,000
Net operating loss carry forwards 225,000
502,000
Deferred tax liabilities -
Valuation allowance (502,000)

Net deferred tax asset $ -

A valuation allowance of $502,000 at December 31, 2006 has been provided to eliminate the deferred
tax assets related to operations of the Company. In future periods, management will continue to assess
the amount of tax benefit it will realize from loss carry forwards and deductible temporary differences
and adjust the allowance accordingly. At December 31, 2006, the Company has net operating loss
carry forwards of approximately $660,000 which will expire through 2026, if not used.

LEASES

The Company leases office space in Dallas, Texas for $1,310 per month under an agreement which
expires in August 2008. The Company subleases a portion of the space on a month to month basis for
$415 per month. Rent expense for 2006 was $11,732 and sublease income was $2,075. Future
minimum lease payments as of December 31, 2006 are: 2007 - $15,719 and 2008 - $10,479.

The Company leased office space in Memphis, Tennessee from the Parent on a month-to-month basis
through June 2006. Rent expense for 2006 was $12,000.

Continued 9




NOTES TO FINANCIAL STATEMENTS

Evolve Securities, Inc.
December 31, 2006

7. OTHER MATTERS

The Company has incurred significant losses since inception. Management has taken certain steps to
ensure that the Company will continue as a going concern including efforts to increase commission
revenues and reduce overhead and administrative costs. Management’s earnings and cash flow
projections indicate that additional capital infusions may be necessary in order for the Company to
remain adequately capitalized in the future. There can be no assurance as to the availability or terms
upon which additional capital might be available.

10




COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE SECURITIES

AND EXCHANGE COMMISSION
SCHEDULE I

Eveolve Securities, Inc.
December 31, 2006

NET CAPITAL
Total stockholder's equity

Liabilities subordinated to claims of general creditors
allowable in computation of net capital
Total capital and allowable subordinated labilities

Deductions and/or charges for nonallowable assets:
Receivables
Prepaid expenses
Fumiture and equipment

Intangibles
Other

Net capital
AGGREGATE INDEBTEDNESS
Liabilities from statement of financial condition
Total aggregate indebtedness
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required
Excess net capital
Excess net capital at 1000%

Ratio of aggregate indebtedness to net capital

No material difference exists between the above computation of net capital under
rule 15¢3-1 and that filed with the Company's unaudited December 31, 2006
FOCUS report.

324,803

324,803

55,476
39,450
13,485
103,500
2,109

214,020

110,783

70,647

70,647

5,000

105,783

103,718

64 to |

11




COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKERS-DEALERS UNDER RULE 15¢3-3
SCHEDULE 11

Evolve Securities, Inc.
December 31, 2006

The Company is exempt from provisions of SEC rule 15¢3-3 as an introducing broker or dealer clearing all
transactions with and for customers on a fully disclosed basis with a clearing broker or dealer, and who
promptly transmits all customer funds and securities to the clearing broker or dealer which carries all of the
accounts of such customers and maintains and preserves such books and records pertaining thereto pursuant
to the requirements of SEC rules 17a-3 and 17a-4, as are customarily made and kept by a clearing broker or
dealer. This exemption is in accordance with provisions of SEC rule 15¢3-3(k)(2)(is).

12



INFORMATION RELATING TO THE POSSESSION OR CONTROL REQUIREMENT
UNDER RULE 15¢3-3
SCHEDULE III

Evolve Securities, Inc.
December 31, 2006

The Company is exempt from provisions of SEC rule 15¢3-3 as an introducing broker or dealer clearing all
transactions with and for customers on a fully disclosed basis with a clearing broker or dealer, and who
promptly transmits all customer funds and securities to the clearing broker or dealer which carries all of the
accounts of such customers and maintains and preserves such books and records pertaining thereto pursuant
to the requirements of SEC rules 17a-3 and 17a-4, as are customarily made and kept by a clearing broker or
dealer. This exemption is in accordance with provisions of SEC rule 15¢3-3(k)(2)(ii).

13
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GRIESBECK pic

CERTIFIED PUBLIC ACCOUNTANTS & ADVISORS

REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5 FOR A BROKER DEALER CLAIMING AN
EXEMPTION FROM SEC RULE 15¢3-3

The Board of Directors
Evolve Securities, Inc.
Cordova, Tennessee

In planning and performing our audit of the financial statements of Evolve Securities, Inc. (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 Securities 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 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital 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 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 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 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.

Clark Centre

5100 Wheelis Drive, Suite 300 14
Memphis, Tennessee 38117-4558

www.rbgcpa.com
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CERTIFIED PUBLIC ACCOUNTANTS & ADVISORS

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
misstaternents 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 internal control.

Our constderation 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 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 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, as
described in the second paragraph of this report, were adequate at December 31, 2006, to meet the SEC's
objectives.

This report is intended solely for the information and use of the Company, management, the SEC, the
National Association of Securities Dealers, Inc. 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 partics.

Pegprtota, Bore ¥ Gnicolivetr. PLE

February 26, 2007




