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OATH OR AFFIRMATION

I, Brian E. Smlth - ' ' . ' swear (or
affirm) that, to the best of my knowledge and bellef the accompanymg ﬁnancwl statement and supporting schedules pertaining
to the firm of

, as of

December 31 - , 2006 , are true and correct. | further swear (or afﬁrm) that neither the company

oom o”mnliuilpll

nor any partner, proprietor, pnnmpal officer or d1rector has any propnetary interest in any account classified solely as that of a
customer, except as follows;

_NONE

' . B ' Signature

" Title

Notary Public

This report** contains (check all applicable boxes):
(a) 'Facing page.: !
(b). Statement of Financial Condition._ ' - o i
"(c) Statement of [ncome (Loss). - o :
(d) Statement of Cash Flows.. ' - ' : i
(€} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnetor $ Capltal
() Statement of Changes in Liabilities Subordmaled 1o Clalms of Creditors. | i
(g)- Computatlon of Net Capital. : :
(h) Computation for Determination of Reserve Requ1rements Pursuant to- Rule 15¢3-3.
(i) Information Relatmg 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
Computation. for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3
. (k) A Reconciliation between the audited and unaudited Statements of Financial Condmon w1th respect to methods of
consolidation, : : - , .
(1): -An Qath or: Afﬁnnatlon ) o . i
(m)-A copy of the SIPC Supplemental Report. ' '
{n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous:
audit. - !
B (o) Independent auditor’: 5 report on the 1ntemal control as requ:red by SEC rule l7a 5
- |

- **Eor conditions of confic dem‘tal treatment of certain portions of this f Img see secuon 240 17a-5(e)(3).
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Independent Auditors’ Report

To the Board of Directors of

RiverStone Wealth Management, Inc.:

We have audited the accompanying statement of financial condition of RiverStone Wealth
Management, Inc. as of December 31, 2006, and the related statements of operations, changes in
stockholder’s equity 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 RiverStone Wealth Management, 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 conducted for the purpose of forming an opinion on the basic financial statements

taken as a whole. The information contained in Schedule I 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. ' ' '

The accompanying financial statements have been prepared assuming the Company will continue

as a going concern. As discussed in Note 2 to the financial statements, the Company has
historically incurred net losses from operations and may incur significant losses as a result of the
outcome of arbitration, administrative actions or lawsuits, which raises substantial doubt about its
ability to continue as a going concern. The financial statements do not include any adjustment
that might result from the outcome of this uncertainty. '

. ‘ ' /
PMB HELIN DONOVAN, LLP
B Holn D .,
Austin, Texas
February 25, 2007
PMB HELIN DONGVAN, LLP * A MEMBER OF RUSSELL BEDFORD (NTERNATIONAL
SAN FRANCISCO, CALIFORNIA ORANGE COUNTY, CAUFORNIA AUSTIN, TEXAS HOUSTON, TEXAS
50 Francisco Sueet, Suite 120 18301 Von Karman Avenue, Sulte 430 5918 West Courtyard, Suite 400 5847 San Felipe, Sulte 3210
San Francisco, CA 94133 irvine, CA 92612 Austin. TX 78730 : Housten, TX 77057
. 1el {415) 389-1330 tel (949} 7249564 ' tal (512) 2589670 tet {713) 426-3500

fax (415) 3999212 i fax (949) 724-9860 fax (512) 2568-5895 fax (713) 426-3553
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RIVERSTONE WEALTH MANAGEMENT
Statement.of Financial Condition
' December 31, 2006

ASSETS

Cash and cash equivalents :
Receivable from broker-dealers and clearmg organizations
Concessions receivable o

Securities owned, at market value

Advances'to employees

Other assets '

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities

" Accounts payable

Accrued expenses and other liabilities
Payable to NASD -

Total liabilities

‘Stockholder's Equity

Preferred stock, 500,000 shares authonzed $.01 par value,
240,331 shares issued and outstanding '

Common stock, 1,000,000 shares authorized, $.01 par value,
100,000 shares issued and outstandmg

Additional paid-in capital -

Retained deficit

Total stockholder's equity

" TOTAL LIABILITIES AND STOCKHOLDER'S EQUIT_Y

/7

See notes to financial statements and independent auditors' repoﬁ.

2

221,117
174,541
. 42,169
241,496

17,373

' 18,298

_ 714,994

293,744

| 57,022 -

372,105

' 2}303

1,000
966,046

(626,560)
342,889

: 714,994

21,339
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- RIVERSTONE WEALTH MANAGEMENT
" Statement of Operatlons
Year Ended December 31, 2006

|
|

REVENUES - | | “ | P
_ Securities;commissions ‘ o . % 2,590 645,
" Insurance commissions _ . I L l667 508 -
Concessions S _ 3 ' 323 936
Sale 6fi investment company shares ’ _ ' 302, 003
Futures 1 : . o - 224 977
Loss on ﬁhn securities investment account S ¢ -’;171)
 Interest and other income ' o - 164,113°
Total revenues ' : I _ 4,270,711
- EXPENSES_ | : _ -, ' R
Compensatlon and’ benefits - _ . | | 2,822,672
Commlssmns and clearance fees _ 41 l,|403
Management fee expense ¢ - _ - ] 328,900 ,
Interest expense . ‘ 10,798
- Regulatory fees and expenses : 69, 647-. '
" Professional fees L S ‘ 78, 618
Other ex;T)enses | ‘ ' 421 1355
Total expenses . - | 4,142/493
. o 'Vf ‘ R . ) . . v s M . l
INCOME BEFORE INCOME TAXES .= = | S 1280218
' .Provision for income taxes . P -
. 3 . . o " I
NET INCOME L _ 0§ 128218
‘ |
f
l
. Yo
See notes to financial statements and independent auditors’ repert. a _ .. : i y
3 ! -




' RIVERSTONE WEALTH MANAGEMENT
" Statement of Changes in Stockholder's Equity
Year Ended December 31, 2006

-~

‘ ~ Additional ,
Preferred | ‘ Common Paid-In Retained
~ Stock Stock - Capital  Deficit - Total
_ .Bal'ances at R . ' _
December 31, 2005 - % 2,403 % ~ 1,000 § 966,046 § (754,778 § - 214,671 -
B - ’ . ' .

Net income _ - - - 128,218 128,218
Balance§ at K _ . )
December 31, 2006 - 3 2,403 § 1,000 § 966,046 '$ (626,560) $, 342,880

* See notes to financial statements and independent auditors’ report.
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RIVERSTONE WEALTH MANAGEMENT

Statement of Cash Flows
Year Ended December 31, 2006,

Cash flows from operating activities:
. Net income : {
f Adjustments fto reconcile net loss to
" net cash prévidcd by operating activities:
* Change in assets and liabilities :
Décrease in receivables from broker-dealers and
clearing orgamzatlons
Increase in concessions receivable
Increase i in securities owned
Decrease in advances to employees and other assets
Decrease i in accounts payable and accrued expenses
Decrease in payable to NASD .

Net cash.provided by operating activities
Cgéh flows from investing activities:
Ca;éh flows from financing activities:

Net i 1ncrease in cash and cash equ1valents
Cash and cash equwalents at begmnmg of year

'CASH AND CASH EQUIVALENTS AT END OF YEAR

| Supplemental Disclosures of Cash Flow Information:

; [ncome taxes paid
Interest pald

See notes to financial statements and independent auditors' report. -

5 .

35171

(10,791)
(3,628)
2 504
26477

(42,978)

154,973

|
-
I-
I

!

t

154973

: 66144

i .
P

|

. 21,117

I .
¢

1

'
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. ‘revenues are recognized in the period earned and expenses when incurred.

‘Cash Eg’ uivalents

RIV_ERSTONE WEALTH‘MANAGEMENT-, INC !
Notes to the Financial Statements ' '
December 31, 2006

_ Note 1 - Nature of Business -

‘RiverStone Wealth Management, Inc. (Company) is registered as a broker/dealer with the
* Securities and Exchangé Commission (SEC) and is a member of the National Association
. of Security Dealers, Inc. (NASD). The Company operates under the provxslons of

Paragraph K(2)(ii) of Rule 15¢3-3 of the SEC,; and accordingly is exempt from the

- remaining provisions of that Rule. The Company is a Texas corporation that is a wholly
‘ owned subS1d1ary of Riverstone Investment Group, Inc. (Parent).

The Company changed 1_ts name from First Avantus Securities, Inc. in 2004. The Barent

- changed its name from First Financial Investment Securities, Inc. in 2004,

Note 2 - Significant Accounting Policies - -

' Basis of Accountmg

- These financial statements are presented on the accrual basis of accountmg in accordance

with accounting principles generally accepted n the United States of America, whereby

Customer Funds .
l

The Company is not approved to hold customer funds on account. From time to t1me the
Company may accept funds from customers for deposit into an escrow account at a'bank.
Those funds will be held separate from the general funds of the Company in a custodlal

account

‘Use of Estimates

The ‘preparation of financial statements in couformlty with accountmg pnnc1ples
generally accepted in the United 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 dunng the reporting period. Actual
results could differ from those estimates.

For purposes of the statement of cash flows, the Company considers .short-term
investments, which may be withdrawn at any time without penalty, and restricted cash;

which will become available within one year from the date of the financial statements to

be cash equivalents.



RIVERSTONE WEALTH MANAGEMENT,,INC
Notes to the Financial Statements
December 31, 2006

Note 2 - Significant Accounting Policies (continued)

Securities Transactions '

~ Security transactions and the related commission revenues and expenses are recorded on
a settlement date basis, generally the third business day following the transactlon If
" materially dlfferent commission income and related expenses are recorded on a trade
date basis.

Insurance Commissions

- Insurance commissions are recorded when the insurance products are funded by the

. customer.
1

' Financial Instruments and Credit Risk

Financial instruments that potentially subject the Company to credit risk include cash and

“cash equivalents, receivables from broker-dealers and clearing organizations, concessions
receivable, securities owned- and advances to employees. The Company had: cash
balances in excess of federally insured limits of $100,000 at various times during 2006
($134,565 at December 31, 2006). Securities.owned consist of securities held for trading
purposes. Securities that are marketable are stated at fair market value (as determined by
quoted markeét prices) and securities not readily marketable are carried. at fair value as .
determined by management of the Company. The increase or decrease in net unreallzed
appreciation or deprec1at10n of securities is credited or charged to operatrons

Income Taxes

The Company files a consolidated income tax return with the Parent. Income taxes are
recorded using the separate company method to comply with FASB Statement 109 Any
resulting provision or benefit for income taxes is recorded as a receivable from or payable
to the Parent. Future benefits with respect to loss carry-forwards that are expected to
expire unused arc of_fset, by a valuation allowance.

The Company is also subject to Texas Franchise tax at 4.5% of Federal taxable income.

Note 3 - Goi_ng Concern’

These financial statements are presented on the basis that the Company is a gomg
concern. Going concern contemplates the realization of assets and the satisfaction of -
liabilities in the normal course of business over a reasonable period of time. Operatmg
losses or significant provisions required as a result of the outcome of arbitlf‘_ation,
administrative actions or. lawsuits could adversely impact the Company’s regulatory
capital, which requires minimum net capital of $50,000. It is management’s intention to
control costs, increase revenues and vigorously defend arbitration, administrative actions
and lawsuits. The financial statéments do not include any adjustment that mlghtrresult
from the outcome of this uncertainty. : :




RIVERSTONE WEALTH MANAGEMENT, INC ‘
Notes to the Financial Statements
December 31, 2006

" Note 4 - Net ‘Capital Requirements

The -Cornpany‘ is subject to the SEC uniform net capital “rule (Rule 15c3-1), which

- requires the maintenance of a minimum amount of net capital and requires that the ratio

“of aggregate indebtedness to net capital, both as defined, shall,not exceed 15 to 1. ;Rule

. 15¢3-1 also provides that equity capital may not be w1thdrawn or cash dividends pa1d if
. the resulting net capital ratio would exceed 10 to 1. At December 31, 2006, the Company

, had net capital and net capital requirements of $288, 611 and $50, 000 The Company 5

_ net capltal ratio was 1.29 to 1.

* Note 5 - Income Taxes

At December 31, 2006, the Company has a net operating loss carry-forward of
N _approximately $343 000 which may be offset against future taxable income. . The
: operating loss carry-forward expires beginning in 2016. The.tax benefit of approx1mately
, $117,000 has not been reported in these financial statements because the Company

believes that ‘there i is at least a 50% chance that the carry-forwards. will expire unused
Accordmgly, the tax benefit has been offset by a valuanon allowance of the same
7 amount. . : _ o .

Income tax expense for the year ended December 31, 2006 was calculated as follows:

December 31,

2006
Net income ' $ 158,218 s
. Estimated Federal income tax rate - . 34%,
. o 53,794
Less: net operating loss carryforwaid - _ (53,794)

Income tax expense _ - §

Note 6 - Employee Benefit Plans

The Company sponsors a 401(k) plan in which all employees are cligible to participate.

Both employees and the Company may elect to make contributions to the Plan.

. Company contnbutlons are voluntary and at the discretion’of the Board of D1rectors No
discretionary contributions were made by the Company durmg the year ended December'
31, 2006 ' ‘ : .

The Company offers health care coverage for e11g1ble employees and their quahfymg
dependents .




RIVERSTONE WEALTH MANAGEMENT, INC
Notes to the Financial Statements T
- December 31, 2006

Note 7 - Commitments and Contingencies

Litigatio
. The Company, together with others, has been named as a defendant in various arbltratlon
proceedings, administrative actions and lawsuits incidental to its securities business that -
. allege, among other ‘things, violations of Federal - and state securities laws and clalm
- damages. Management intends to present a vigorous defense against all claims. In 2006

the Company ‘'made no payments to settle arbltratlon claims.

- The Company, from time to time, may be involved in litigation relating to claims arising
out of its ordinary course of business. At December 31, 2006, there were claims totaling .
' approximately $309,000. An estimated loss of $30, 000 has been accrued in the ﬁnancwl

statements to reflect these claims.

. Clearing Agreement

" Included in the Company’s clearing agreement with its' clearing broker-dealer, iis an
. indemnification clause. This clause relates to instances where the Company’s customers

fail to settle security transactions. In the event this occurs, the Company will 1ndemn1fy
the clearmg broker-dealer to the extent of th¢ net loss on any unsettled trades ‘At

' December 31, 2006, management of the Company had.not been notified by the cleanng
~ broker-dealer, nor were they otherw1se aware, of any potential losses relating to this

mdemnrﬁcatlon - : .
: 1

‘The ‘clearing. agreement contains. an early termination fee that. would be. due if the .

Company desires to terminate the clearing agreement prior to the end of a detenmned

‘ penod of time. The termination fees are as follows

Termination prior to Termination °
‘March 1, - Fee
2007 $ 150,000 |
2008 $ 100,000 :

i

The agreement w1th the cleanng broker-dealer also calls for minimum monthly charges-

of $20,000 per month during the entire penod of the agreement.

_ The Company is currently renting office space in Austin and San Antonio. Rental

payments are an obligation assumed by the Parent and therefore has not been accrued by.
the Company as of December 31, 2006. :

NASD Settlement .
In 2005, the Company accrued $100,000 in ﬁnes and assessments related to ﬁndmgs

from an NASD examination in 2003. The Company believes that it has taken approprlate o

actions to correct the areas’ resulting in these fines and assessments. However, the
Company could be fined or assessed in future periods. The balance of the fines and
assessments payable to the NASD at December 31, 2006 was $57, 022



!

\

. - . . - . - - - -
. . . N N |

A

RIVERSTONE WEALTH MANAGEMENT, INC™
Notes-to the F1nanc1al Statements
December 31, 2006

Note 8- Related Party Transactlons

owned by stockholders of the Company

$667 508 during 2006.

- Note 9. Accrued Expenses and Other Liabilities | _ i |

The balance of this account consrsted of the followmg as of December 31, 2006

~

Accrued payroll and related items 3 : 165,476
- Payable to clearmg broker -~ 22,872
Accrued commission expense ' ‘ : 60,639
Other items ' 14,757
Total accrued expenses and other liabilities $ - 263,744
10

i

[N
‘ot

[

- The Company is provrded certain management ‘and admmlstratlve . services, ofﬁce'
facilities, staff support, utilities and supplles by the Parent.
December 31, 2006, the Company paid a management fee for 'such services to‘the Parent '
- of approx1mate1y $328, 000 under the terms of a Management Services Agreement. |

Durmg the year ended

: The Company earns fee incormie related to insurance products from an insurance agency
At December 31, 2006, the. Company had a

" receivablé from the related party of $42,169 which is mcluded in concessions recewable
on the balance sheet. Total insurance _commissions eamed from this related partyr were .

[ ————
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Schedule I

. RlVERSTONE WEALTH MANAGEMENT

: Computatlon of Net Capital and Aggregate Indebtedness ‘
b Pursuant to Rule 15¢3:1 of the Securities and Exchange Commlssmn _

As of Décember 31, 2006 .
Total stockholdejr's equity qua_liﬁed'for net capital

Deductions and/or charges
Non-allowable-assets:

~ Advances to'employees

: Concessmns recelvable over thlrty days

.+ Other asséts

Total deductions and/or charges
Net capital béfore haircuts on 's;acuriti_es
-;Haircuts c;n securities
Net Capita.il :

Aggregate indebtedness
. Accounts payable and accrued expenses

! : N
Total agg’regate indebtedness’

.. Computatmn of basnc net capital requlrement

Minimum net capital required (greater of $50, 000 or
6 2/3% of aggregate indebtedness)

b ’ Ed
4 .

4

t

Net capital in excess of minimum requirement
Ratio of aggregate indebtedness to net capital

RCCOHClllathH w1th company's computation (mcluded in Part 1] of Form
X-17A-5 as;of December 31, 2006) ' ' :

Audit adjustments
! .- To properly record prepaid expenses

B .To record concessions receivable over thirty days old

Umdent:ﬁed difference
o Net capi_tél per:above
* See notes to financial statements and independent auditors’ report.

;" : -1

) Net capital, as reported in Company's Part 11 (unaudlted) Focus report © -

$ 1

%

342,889
i |
47373
£ 9,778
- hs298
145,449
N
297,440
8829
! . -
i
S 28801
i} :
1§ 372,105
$ 372105
i
S 28010
12901 .
12wl
. |
'8 %317,909_
{10,110
| (9,778)

- 370

o o
‘$ 1318:611

v
i

j

e e e
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Independent Auditors’ Report on Internal Control

To the Board of Directors of
RiverStone Wealth Management, Inc.;

In planning and performing our audit of the financial statements and supplemental schedule of

RiverStone Wealth Management, Inc. (the Company) for the year ended December 31, 2006, we

considered its internal control, including control activities for safeguarding securities, in order to

determine our auditing procedures for the purpose of expressing our opinion on the ﬁnanmal-
statements and not to provide assurance on 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 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 and net capital under rule i7a-
3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Company does not carry securitics 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
2. Recordation of differences required by rule 17a-13 .

3. Complying with the requirements for prompt payment for securities under Section § 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 accordance with generally accepted accounting principles.. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

12
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N T A M AN N aE .

Because of inherent limitations in intemnal 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.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal
control, including 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 prictices
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 use of the Managers, 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 parties.

PMB HELIN DONOVAN, LLP

/DWE ;é/.éﬁ:r‘b Dﬁ?avvyt-/ e’

Austin, Texas
February 25, 2007

" END



