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' SECURITIES AND EXCHANGE COMMISSION ‘ :

Washington, D.C. 20549 *
07005245 ' SEC FILE NO.
e e 8-65238

ANNUAL AUDITED REPORT
FORM X:17A- 51
“PART M1

! FACING PAGE

[nformatlon required of Brokers and Dealers Pursuant to Section 17 of the i
‘ Securities Exchange Act of 1934 and Rule 17a-5 Thereunder '
i .

! k
| |
REPORT FOR THE PERIOD BEGINNING 01/01/06 AND ENDING 12/31/06

mm/dd/yy mm/ddfyy

: A. REGISTRANT IDENTIFICATION_ ;

I
NAME OF BROKER-}DEALE.R:

. OFFICIAL USE ONLY
EAST PEAK ADVISORS, LLC : :

FIRM 1D. NO

ADDRESS OF PRINCIPAL PLACE OF BUSINESS (Do not use P.O. Box No)

100 DRAKES LANDING ROAD, BLDG. B, SUITE 150 !
[ " {No and Street) ’

GREENBRAE } CA 94904
(City) ' (State) (Zip Code)
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
DAVID DERUFF (415) 306-0800 APFSSED
j (Area Code - Tclcpw
; _ 1 @l 3
[ B. ACCOUNTANT IDENTIFICATION ‘L_?R‘ r
INDEPENDENT PUBLIC ACCOUNTANT whose option is contained in this Report* \'\0‘"\5?&
! -
Emst Wintter & Associates, Certified Public Accountants F\NP‘“,-G
! {Name - if individual, state tast, first, middle name) ’ ;
675 Ygnacio Val]ey Road, Suite B-213,  Walinut Creek, =~ California 94596
{Address) ' (City) (Sate)
CHECK ONE:

(X) Certified Public Accountant
( ) Public Accountant

( ) Accountant nor resident in United State or any of its possession.
|

f FOR OFFICIAL USE ONLY
i ‘
|

*Claims for eremptron Sfrom the requirement that the annual report be covered hy the option ofi an
independent public accounzam must be supported by a statement of facts and circumstances relied on as

the basis for the exemption. See section 240.17a-5(e)(2). : ‘y ’
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OATH OR AFFIRMATION

I, David DeRuff, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of East Peak Advisors, LLC, as of
December 31, 2006, are true and correct. 1 further swear (or affirm) that neither the company nor any

T e i

- partner, proprietor, prllncnpal officer or director has any proprietary interest in any account classified solel
as that of a customer, except as follows:

NONE

t

i

MARY K. DINDAY
COMM. #1719579

Signature

|
(4o gl

, Title '
{ i
: |
Not?:ry Public E j o §
|
This report** contamsg(check all applicable boxes): . :[
X) @ : Facing page. }
Xy (@ .Statement of Financial Condition. [
(X} (¢) |- Statement of Income (Loss). }
(X) {(d) Statement of Cash Flows. ; )
(X) (e)| Statementof Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s s
Capital. '
Xy Statement of Changes in Liabilities Subordinated to Clalms of Creditors. !
(X (g Computation of Net Capital. : . !
(X) (h} Computation for Determination of Reserve Requirements Pursuant to Rule E
- 15¢3-3. L
(X) (1) Information Relating to the Possession or control Requirements Under Rule :
_ 15¢3-3. *
(X) (G} | = A Reconciliation, including appropriate explanation, of the Computation of Net
Capital Under Rule 15¢3-1 and the Computatien for Determination of| | the
‘ Reserve Requirement Under Exhibit A of Rule 15¢3-3. ' |
() (® |  AReconciliation between the audited and unaudited Statements of Financial,
Condition with respect to methods of consolidation. , !
Xy An Oath or Affirmation. f
( )} (m)i A copyofthe SIPC Supplemental Report. r
() (n) | A report describing any material inadequacies found to exist or found to: have
existed since the date of the previous audit. : i
(X) (0) | Independent Auditor’s Report on Internal Accounting Control. :

** for conditions of cc.imﬁdenrfal treaiment of certain portions of this filing, see section 240.1 7a-5(e)(3).;
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ERNST WINTTER & ASSOCIATES Certified Public Accountants

675 Ygnacio Valley Road,ESufm B-213 (925) 933 2626
Wainut Creek, California 94596 Fax (925} 944-6333

Independent Auditor's Report

Managing Member
East Peak Advisors, LLL.C
Greenbrae, Cahifornia

We have audited the accompanying statement of financial condition of East Peak Advisors, LLC (the
Company) as of December 31, 2006, and the related statements of income (loss), changes in members™ equity,
cash flows, and changes in llabllm&s subordinated to the claims of general creditors 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 responsnblhty 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 prmmples used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audit provides a reasonable basis for our opmlon

E i
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of East Peak Advisors, LLC at December 31, 2006, and the results of their operations and their cash
flows for the year then ended in conformity with accounting principles generally accepted in the United States
of America. : ‘

b
Our audit was conducted for the purpose of forming an opinion on the basic financial statements takien asa
whole. The information contained in Schedules I & II is presented for purposes of additional analysis and is not
arequired part of the basic financial statements, but is supplementary information required by rule 17a-5 of the
Securities Exchange Act of 1934, Such information has been subjected to the auditing procedures applied in
the audit of the basic ﬁnanc1al statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole. N

A LA

March 2, 2007
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East Peak Advisors, LLC

Statement of Financial Condition

! December 31, 2006

!

|

1: Assets
Cash and calsh equivalents $ 109,465
Accounts recelvable net of

$56,000 Pllowance for doubtful accounts 97,520

Accrued mterest receivable’ 2,600
Securities owned restricted 384,984
Other mvestments : 119,871
Prepaid expenses and other assets 32,815

Furniture and equipment, net of
$64,110 accumulated depreciation

115,188

Total asscts : 5 862 443
| ‘ —_—t

t - Liabilities and Members' Equity

Accounts payable and accrued expenses $ 28,458

Accrued penswn payable : 11,955
Accrued mterest payable 3,358
Due to memPer 0,265
Total lial?ilities 50,036
Subordinate]d liability 20,000
Members' equity 792,407
Total liabilities and members' equity $ 862,443

|
!
See independent auditor's report and accompanying notes.
1
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|

e i g am———— e e v ————

0 et —_—— —




:
] N
'
ll
1
i
l'
‘
|}

E . East Peak Advisors, LLC

Revenues:
Investment banking fees
Gain Ipn securities
Interest income
Other: income

Total revenue
i

Expenses:
Compensation and benefits
Consulting services
Rent
Research fees
Insurance
Depreciation’
Professional fees
Pension expense
Interest expense
Otherioperating expenses
‘ Totail expenses

Loss before taxes
Tax expense

Net loss

!
i
L

N

(4]

5

Statement of Income (Loss)

$

For the Year Ended December 31, 2006

1,191,576
44,921
2,494
730

1,239,721

873,642
167,321
88,288
58,850
37,456
29,700
25,858
11,955
1,408
253.833

1,548,311

(308,590)

800

$

(309,390)

e independent auditor's report and accompanying notes.
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East Peak Advisors, LLC

For the Year Ended December 31, 2006

!
f
Ftatement of Changes in Members' Equity
t
|
|

i
|
:
|
|
I
|
I
|
|

Preferred Notes
Common  Membership Receivable |
Membership  Interests, Secured by Members'
Interests Series A Instruments | Equity |
l
: i b
Menibers’ Equity at Decemlber 31, 2005 $ 650,783 § 0 $ . (40,000) $; 610,783
Contﬁbutions i 376,761 235,000 611,761
I
| ;
Distributions ! (114,080) 0 (114,080)
Note receivable securediby i ; ,
membership interest 0 0 (20,000) ' (20,000}
Payments on notes receilvable secured by i
membership interest ‘ 0 0 13,333 13,333
Net loss (309,390) 0 0 | (309.390)
i :
Members' Equity at DecemEber 31, :2006- $ 604,074 § 235000 § (46.667) $. ,792;407

F

e — U e

ee independent auditor's report and accompanying notes.
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East Peak Advisors, LLC

|
; Statement of Cash Flows
|
!

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to recon(:lle net income (loss) to net
cash provided (used) by operatmg activities:
Depreciation|

(Increase) decrease in:
Accounts recelvable
Accrued interest receivable
Securities owned. restricted
Prepaid expe'nses and other assets
Other investinents

Increase (decre::ase) in:
Accounts payab]e and accrued expenses
Accrued pension payable
Due to member
Accrued mterest payable

Net cash provided (used) by operating act1v1t1es

CASH FLOWS FRQM INVESTING ACTIVITIES
Purchases ofjequipment

CASH FLOWS FROM FINANCING ACTIVITIES
Member contributions
Member distfibutions
Payments on!notes receivable secured by membership interest
Net cash provided (used) by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equwalents beginning of year
Cash and cash equlvalents end of year
NON-CASH FINANCING AND INVESTING ACTIVITIES
Member contributions in exchange for notes receivable

SUPPLEMENTAL DISCLOSURES
Taxes paid |
I
I

J

]

See independent auditor's report and accompanying notes.

; 7

For the Year Ended December 31, 2006

S (309,390) .

|
29,?00

;
;

i
(50,020)
(1,400)
(37,611)
(3.236)
(119,871)

7,591
(14,466)
3,502

1.408

(493,793)
i

(73,426)
)

|
591,761
(114,083)

13.336

$

491,014
i

(76,205)

185,670

$

109,465

- 8 ,

b

20,000

800
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East Peak Advisors, LLC

Subordinated liabilities at December 31, 2005

¥

Inc_rgases: ‘
Decreases:

Subordin:ated liabilities at December 31, 2006

[

See independent auditor's report and accompanying notes.

i

[l

1

8

For the Year Ended December 31, 2006

Statement of Changes in Liabilities Subordinated
to Claims of General Creditors

$ 20,000
0
0
$ 20,000




East Peak Advisors, LLC

Notes to the Financial Statements

December 31, 2006

'
+

(1) Organization |

East Peak Advisors, LLC (the Company) was organized as a limited liability company in the State of
California on February 11, 2002 and was accepted as a member of the National Association of
Securities Dealers on July 23, 2002. Liability of the Company’s members is limited to their
contributed capital. The Company engages in mergers and acquisition consulting on a fee b:asis.

(2) Summary of Significant Accounting Policies :
i f

Investrment Banking Fees

Investment banking revenues are earned from providing merger and acquisition advisory
services. [Revenue is recognized when earned either by fee contract or the success of a
prcdetermined specified event and the income is reasonably determinable. !

i
Cash and Cash Equivalents

The Company considers all demand deposits held in banks and certain highly liguid investments
with maturities of 90 days or less, other than those held for sale in the ordinary course of
business, %o be cash equivalents.

AccountsERcceivable .
Accounts receivable represent amounts earned per agreement that have not yet been coliected.
Accounts receivable considered uncollectible are charged against the allowance account when
they are dccmcd uncollectible,

Securities Owned, Restricted and Other Investments :
Restncted securities and other securities for which quotations are not readily available are
valued, m good faith, at fair value, as determined by the managing member. The unrealized
apprematlon or depreciation of securities is reflected in gain or loss on securities. In those
instances where there 1s no persuasive evidence that investments have either increased or
decreased' in value, cost is used as the valuation of such investments. In making valuations, the
managing member takes into account the cost of the investments, developments since the
acquisition of the investment, including the value of any subsequent rounds of financing and
other factors the Member deems pertinent to the valuation of the investments. Due to the
inherent Lincertainty of valuation, the managing member’s estimate of fair value may differ
mgmﬁcantly from the values that would have been used had a ready market ex1sted for the
securities, and the difference could be material.
[ .

Furniture 'and Equipment . ;
Furniture and equipment are stated at cost. Depreciation is calculated using the straight-line

method over the estimated useful lives of the assets ranging from three to seven years.
' i

. E ;
- . i
|
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East Peak Advisors, LLC

Notes to the Financial Statements

December 31, 2006

|
i
|
;
t
| |
: i
! !
1 i
{
[

'
+

f
2) Summary of Sigﬁ ificant Accounting Policies (continued) |

Income Taxes : i
The Company, a limited liability company, is taxed as a partnership under the Internal Revenue
Code and aF similar state statute. In lieu of income taxes, the Company passes through 100% of
its taxable 1 mcome and expenses to its members. Therefore, no provision or liability for federal
or state mcome taxes is included in these financial statements. The Company is however
subject to the armual California LLC tax of $800 and the California LLC fee based on gross
revenue. !
. 1

1 | | |
Use of Estimates '
The preparatnon of financial statements in conformity with generally accepted accountmg
principles reqmres management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

| i
Fair Value of Financial Instruments {
Unless otherw1se indicated, the fair values of all reported assets and liabilities that represent
financial mstrurnents (none of which are- held for trading purposes) approximate the carrying
values of such amounts. |

3) Net Capital Requirements - l

The Company is subject to the Securities and Exchange Commission's uniform net capital rule (Rule
15¢3-1) which requ1res the Company to maintain 2 minimum net capital equal to or greater than
$5,000anda rat10 of aggregate indebtedness to net capital not exceeding 15 to 1, both as defi ned At
December 31, 2006 the Company's net capital was $59,429, which exceeded the requ1rement by
$54,429. I

|

!
{4 Retirement Plan *

The Company hafs a-SIMPLE retirement plan, Wthh covers all employees of the Company. The
Company matches the employee s contribution up to three percent of employee compensation.

|
|
|
|

|
r
i
|
|
O
f
[-
%
|
!
1
|
|
i
1
i
?
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East Peak Advisors, LLC

" .
. .

Notes to the Financial Statements

December 31, 2006

—

Risk Concentrations

|
Due to the nature of the merger and acquisition busmess the Company’s revenue durmg the period

was the result of fees generated from twenty customers. Approxnmately seventy percent of i investment -
banking fees were generated from nine customers. "

|
At December 31, 2006, the Company held 107,019 shares of restricted Motricity preférrefd stock

valued at $253,635 and 44,340 shares of NextG Networks preferred stock valued at $13 1',2150.

Other investments of $119,871 represent a warrant to purchase 100,267 shares of Arasor International
Limited at $1.00 Australian dollar ($.7884 US dollars). :
At December 3 1, 20006, the Company held deposits at a financial institution, which were in eicess of
applicable federal insurance limit by $25,423.

1

|

Lease Obligation ';
. I

!
In October 2005}, the Company amended its office lease in Greenbrae, California adding addltlonal
space and extending the term by 60 months, The lease expires January 31, 2011, The future

minimum lease payments on this lease are as follows:
l

1

I
|
! Year Amount !
2007 $ 93,192 l
2008 96,449 [
f 2009 99,819 ;
: 2010 103,305 .
| 2011 8,633 |
, $401,398 I
; .
In September 2005, the Company entered into a 48-month lease for office equipment. Tﬂe lease

expires in 2009.| The future minimum lease payments on this lease are as follows: ;
|
Year Amount '
2007 § 3,456 |
2008 ' 3,456 i
2009 2,304 i
39216 F

| _
‘ i
#- o
! {
! |
| |
|
]
i
I
]
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East Peak Advisors, LLC

Notes to the Financial Statements

December 31, 2006

Guaranteed Pam'lents to Members

t
Guaranteed paynElents to members that are designed to represent reasonable compensation for services
rendered are accounted for as Company expenses rather than as an allocation of the Company’s net
income. Guaranteed payments that are designed to reflect payment of interest on members’ equity
accounts are not accounted for as expenses of the Company. Such payments are considered as part of
the allocation of net income. Guaranteed payments of $290,624 are included in compensation and
benefits on the Statement of Income (Loss) for year ended December 31, 2006.

i
J

Subordinated Liability / Related Party

|

David DeRuff, the managing member and 51.6 percent common membership interest owner of the
Company, has loaned the Company $20,000 under a subordinated loan agreement. The liabihity is
subordinated to the claims of general creditors pursuant to a subordinated loan agreement approved by
the National Association of Securities Dealers, Inc. and is thus available in computing net: -capital
under the Securities and Exchange Commissions net capital rule. To the extent that such borrowmg is
required for the Company’s continued compliance with the minimum net capital requlrement it may
not be repaid. The note carries an interest rate of 6.5 percent per annum and is payable on the notes
maturity date of June 30, 2007. Accrued interest payable under the subordinated loan was $3 250 at
December 31, 2006.

In addition, the ;Company owed $6,265 to David DeRuff at December 31, 2006.

3
t

t

Incentive Membership Interest Plan

f
The Company has adopted an incentive membership interest plan offered to the Company’s vice

presidents, prmmpals employees and contractors. Membership interests are granted with certain
restrictions and subject to a demand note receivable as consideration for the membership interest. On
June 30, 2005, two $20,000 membership interests were issued for notes with a date of first vesting of
March 31, 2006 and a maturity date of March 31, 2008. And, on September 1, 2006, one $20,000
membership interest was issued for a note with a date of first vesting of September 1, 2007 and a
maturity date of September 1,2009. Each $20,000 note is secured by the member’s interest and will
be forgiven in three equal annual payments as compensation for service to the Company. The notes
carry an interest rate of six percent, payable at maturity. The Company records the membership
interest as members’ equity when granted and the note receivable from the member is recorded as an
offset to membe&rs’ equity. During 2006, $13,333 plus $800 of accrued interest was paid on the notes
as compensation. At December 31, 2006, accrued interest receivable from members was $2,600.

12
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: East-'Peai{w"Advi‘soi‘s,'LIjC—

i . ) Lo
Nojftes*to the Financial Statements

December 31, 2006

Mernbership Interést

The Company has two classes of membersh1p 1nterests Common Membershlp Interests (“CMI”) and
Preferred: Membersh1p Interests, Series A (“PMI”). Members of the’ ‘CMI Class hold all votmg power

‘and each membert votes in proportion to the Member’s Percentage Interest. Members of the PMI Class .
~ have theright toreceive a cumulatlve 6% per annum in cash on each PMI within 30 days of the end of -

the year for- whlch an allocation of income and distribution is declared. The PMI holderhas. the ri ight

|
to require the Company to repurchase the PMIs, to convert one PMI into one CMI, to I'CCClVE

preference upon a reorgamzatlon or liquidation, and to exercise llrmted votmg nghts
No less than 30% of the revenue from a business transactlon will be retamed by the Company ThlS
retained revenue w1ll first be applied toward operating expenses of the Company, then to dlstrlbutlons
to members for purposes of paying federal, state and local tax liabilities arising from the Company tax
allocations, then to maintain sufficient working. capital as determined by manageément, then to the
cumulative PMI dlstrlbuhons and, finally, to CMI distributions.

13
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. Schedule I
Coniputation of Net Capital under Rule 15¢3-1 of
the Securities and Exchange Commlssmn

i

l

| East Peak Advisors, LLC - | '
l

| |

I

| I

t . As of December 31, 2006 |

| |

| f
}

| i

Net Capital !
Total members' equity qualified for net capital $ 7921407

Add: :

Liabilities- subordmated to claims of general creditors
allowable In computation of net capital

. 20:000

Total capital and:subordmated liabilities 812407
| |
Less: Non- allowable assets E
Accounts receivable $ 97,520 |
) Accrued interest receivable 2,600 ;
Prepald expenses and other assets 32,815 }
Furmiture and equipment (net) 115,188 ’
Total n_on-allowa’ble assets 2481123
Net capital before haircuts $ 564,284 -
Less: Haircuts on secuntles 504855
‘Net Capital [ $ 59,429
Net minimum capital 'requlrement 0f 6.67% of aggregate :
indebtedness of $50,036 or $5,000, whichever is greater 5.000
i
Excess net capital ' § 541429

l
|
|

Reconclliatioh with Company's Net Capital Computation

|
!
t
i.
" (included in Part II of Form X-17A-5 as of December 31, 2006) |

Net capital, as reported in Companys Part II of Form X-17A-5

v
'
L3
+

as of December 31 2006 3 69l,721
l i
Decreasq in members' equity (79,

DecreaseE in non-allowable assets 11016

Decrease in haircuts on securities 67,822

‘Net capital per above[computation . $ 59429 .
1 . 1
| | |
; | ;
. |
| | ’ |
|
{ |
1 !
15
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Computation for Determination of Reserve Requirements

1
i

transacl:tlons are processed in accordance with Rule 15¢3- 1(a)(2)

An exception f'rom Rule 15¢3-3 is claimed, based upon section (k)(2)(i}).

|
i
|

t

" East Peak Advisors, L1.C
Schedule 11

“Pursuant to Rule 15¢3-3 of the
Securities and Exchange Commission

For the Year Ended December 31, 2006

Information for Possession or Control
quuirements Under Rule 15¢3-3

For the Year Ended December 31, 2006

16

i
%
An exception from Rule 15¢3-3 is claimed, based upon section (k)(2)(i). All custome'r
!
|

1
|
|
|

|
|
|
{
|
|
|
|
|
|
r
|
|
|




ERNST WINTTER & {iS SOCIATES Certified Public Accountants

675 Ygnacio Valley Road. Suite B-213 (925) 933-2626
Walnut Creek, California 94596 Fax (925) 944-6333

¢ ’ [

_ Independent Auditor's Report on Internal |
i Accounting Control Required by SEC Rule 17a-5 ‘

Managing Member |

East Peak Advisors, LLC

San Francisco, California
- I‘

| |

In planning and performmg our audit of the financial statements and supplemental schedules of East Peak
Advisors, LLC (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 con51dered the Company’s internal control
over financial reporting (mternal 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 opm1on 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 ObJCCtIVE stated in rule 17a-5(g) in making the periodic computations of aggregate
mdebtedness (or aggregate debits) and net capital under rule 17a-3(a}(11) and for determining comphance

. with the exemptive prov:smns of rule 15¢3-3. Because the Company does not carry securities accounts for

customers or perform custod1al functions relating to customer securities, we did not review the pracnces and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparlsons and
recordation of differences required by rule 17a-13
4 1 .
2. Complying with the requirements for prompt payments for securities under Section 8 of Federal
Reserve Régulation T of the Board of Governors of the Federal Reserve System

{ . .
1

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, estlmates and
judgements 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 pract:ces and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the Ob_]CCtIVCS 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 dlsposmon and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in conform1ty with
generally accepted accountmg principles. Rule 17a-5(g) lists additional objectives of the practlces and
procedures listed in the precedlng paragraph.

t
i

| : 17 !




Because of inherent limitations in internal control and 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 mayt 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 misstatements on
a timely basis. A mgmﬁcant deficiency is a control deficiency, or combination of control deﬁc1encxes that
adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data rehably in
accordance with generally accepted accounting principles such that there is more than a remote ]1kehhood
that a misstatement of the entity’s financial statements that is more than inconsequential will not be prevented-
or detected by the entlly s internal control. ;
A material weakness is a significant deficiency, or combination of significant deficiencies, that res{ults in
more than a remote likelthood that a material misstatement of the financial statements will not be prevented
or detected by the entlty s internal control. o
Our consideration of intemal control was for the limited purpose described in the first and second paralgraphs
and would not necessarily identify all deficiencies in internal control that might be material weaknesses.
However, we identified the following deficiency in internal control that we consider to be a matenal
weakness, as defined above This condition was considered in determining the nature, timing, and extent of
procedures to be performed in our audit of the financial statements of the Company for the year ended
December 31, 2006, and this report does not affect our report thereon dated March 2, 2007. !

. \ I

The size of the business and the resultant limited number of emiployees imposes practical limi%ations

on the effectlveness of those internal control policies and procedures that depend on the segregation

of duties. Because this condition is inherent in the size of the Company, the specific weaknesses are

not described herein and no corrective action has been taken or proposed by the Company. | |
We understand that practlces and procedures that accomplish the objectives referred to in the s[econd
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance w:th the.
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in allmaterial respects indicate a material inadequacy for such purposes. EBased
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 Ob_}CCIIVCS

!

This report is intended §olely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the National Association of Securities Dealers and other regulatory
agencies which rely on rule 17a-5(g) under the Securitics 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. '
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March 2, 2007 |

END




