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OATH OR AFFIRMATION

i, R.D.Bruce . swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Canterbury Consulting Incorporated

, as

of December 31, , 2006 , are true and correct. [ 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:

Signature

Notary Public

This report ** contains (check all applicable boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
(d) Statement of Cash Flows.
(e) Statement of Changes in Stockholders’ Equily or Partners’ or Sole Proprietors’ Capital.
{f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

)
[x
&
i
a
{g) Computation of Net Capital.
O
O
d
x
O

{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.

() 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.

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

(I) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing 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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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Canterbury Consulting Incorporated

We have audited the accompanying statement of financial condition of Canterbury Consulting
Incorporated (the “Company”) as of December 31, 2006, and the related statements of income,
stockholders’ equity, and cash flows for the year ended December 31, 2006 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
constderation of internal control over financial reporting as a basis for designing audit procedures that
are apptopriate In the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. 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, such financial statements present fairly, in all material respects, the financial condition of
Canterbury Consulting Incorporated as of December 31, 2006, and the results of its operations and its
cash flows for the year ended December 31, 2006, 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 supplemental 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 1s
information required by Rule 17a-5 of the Securities Exchange Act of 1934. These schedules are the
responsibility of the Company’s management. 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.

As discussed in Note 10 to the financial statements, the Company’s financial statements have been
restated for the correction of an error in previously issued financial statements. The net impact of the
correcting error was a decrease of $122,411 to beginning retained earnings.

M 055 Aclans LF

Irvine, California
March 29, 2007




CANTERBURY CONSULTING INCORPORATED
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006
ASSETS
Cash and cash equivalents $ 394,654
Receivables from clearing organizations 109,954
Customer and other receivables 1,829,818
Prepaid expenses 89,887
Deposits 150,236
Property and equiptnent, net 515,561
Total assets $ 3,090,110
LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable and accrued expenses $ 173,446
Accrued payroll and payroll taxes 849,698
Capital lease obligations 175,466
Total liabilities 1,198,610

Stockholders' equity
Class A voting common stock; no par value; 500,000 shares

authorized; 184,053 shares issued and outstanding 948,436
Notes receivable for stock (34,216)
Retained earnings 977,280
Total stockholders' equity 1,891,500
Total liabilities and stockholders' equity $ 3,090,110

2 See accompanying notes to financial statements.




CANTERBURY CONSULTING INCORPORATED
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2006

REVENUES
Commissions on securities transactions
Consulang fee income
Other fees and income

Total revenues

EXPENSES
Employee compensation and benefits
Floor brokerage and clearance fees
Communications
Occupancy
General and administratve

Interest
Total expenses
INCOME BEFORE INCOME TAX PROVISION
PROVISION FOR INCOME TAX

NET INCOME

See accompanying notes to financial statements.

$

4,026,004
6,871,144
576,769

11,473,917

8,031,702
590,138
457,783
466,145

1,637,527

56,138

11,239,433
234,484

800

$

233,684
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CANTERBURY CONSULTING INCORPORATED

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 233,684
Adjustments to reconcile net income to net cash I
provided by operating activities:

Depreciation and amortization 244 985
Changes in operating assets and liabilities

Receivables from clearing organizations (19,307)
Customer and other receivables (192,167)
Prepaid expenses 52,350
Deposits {8,324)
Accounts payable and acerued expenses (214,539)
Accrued payroll and payroll taxes 194,968

Net cash provided by operating activities 291,650

CASH FLOWS USED IN INVESTING ACTIVITIES |
Purchase of property and equipment (208,005)

CASH FLOWS FROM FINANCING ACTIVITIES

Pancipal payments on note payable {41,667)
Payments on capital lease obligations {58,044)
Distributions to stockholders (100,540)
Issuance of common stock 118,445
Payments received for stockholders’ notes 6,643
Purchase of stockholder's shares (141,662)
Net cash used in financing activities (216,825)

DECREASE IN CASH AND CASH EQUIVALENTS (133,180)
CASH AND CASH EQUIVALENTS - beginning of year 527 834
CASH AND CASH EQUIVALENTS - end of year § 394,654

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Income taxes paid during the year 5 800

Interest paid during the year $ 56,138

NONCASH FINANCING ACTIVITY

Equipment acquired through capital lease ) 30,000
Notes issued for common stock 3 26,478
See accompanying notes to financtal statements. 5




CANTERBURY CONSULTING INCORPORATED
NOTES TO FINANCIAL STATEMENTS

Note 1- Nature of Business

Canterbury Consulting Incorporated (the “Company”), was incorporated in June 1988 under
the laws of the state of California under the name of Flint, Krueger, Beimfoht & Cluck,
Incorporated. The Company is an independent investment consulting firm that provides
investment advice to institutional clients and high net worth individuals. The Company is a
member of the National Association of Securities Dealers, Inc. (“NASD”) and is a registered
broker-dealer in over thirty states. The Company is also 2 registered investment advisor under
the Investment Company Act of 1940, as amended, and a member of Securities Investors
Protection Corporation (“S.I.P.C.”).

All transactions on behalf of customers are cleared on a fully disclosed basis with a clearing
broker.

Note 2 - Summary of Significant Accounting Policies

Cash and cash equivalents - The Company considers all highly liquid investments purchased
with an original maturity date of three months or less to be cash equivalents. Cash and cash
equivalents are carried at cost, which approximates market value.

Property and equipment - Property and equipment is stated at cost. Depreciation and
amortizatton is computed using the straight-line method over the estimated useful lives of the
assets ranging from 3 to 7 years.

Revenue recognition - Commissions on securities transactions and related clearing expenses
are recorded on a trade-date basis as securities transactions occur. Consulting fee income
arising from investment advisory services is recognized as the services are performed pursuant
to contracts and customer arrangements. Other fees and income are recognized as received,
which primarily include mutual fund income.

Income taxes - Effective July 1, 2004, the Company elected to be taxed under the provision of
subchapter S of the Internal Revenue Code for federal and state purposes. Under these
provisions, the Company does not pay corporate income taxes on its taxable income. However,
the Company is subject to 1.5% California franchise tax. In addition, the stockholders are liable
for individual federal and state income taxes on the Company’s taxable income. The Company
may distribute funds necessary to satisfy the stockholders’ estimated personal income tax
liabilittes. The provision for income tax in the current period consists entirely of the California
franchise tax.

Use of estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilides at the date of the financial statements and the
reported amounts of revenues and expenses during the reporung period. Actual results could
differ from those estimates.




Note 2 - Summary of Significant Accounting Policies {continued)

Derivatives and hedging - The Company does not engage in detivatives or hedging activities.

Fair value of financial instruments - The Company’s financial instruments, including cash
and cash equivalents, accounts receivable, accounts payable and accrued liabilities are carried at
cost, which approximates fair value, due to the relatively short maturity of these instruments.
As of December 31, 2006, the Company’s capital lease obligations and note payable have stated
bortowing rates that are consistent with those curtently available to the Company and,
accordingly, the Company believes the carrying value of these debt instruments approximates
their fair value.

Concentration of credit risk - The Company currently maintains substantially all of its cash
with certain major financial institutions. At times, cash balances may be in excess of the
amounts insured by the Federal Deposit Insurance Corporation. The Company’s customer
receivables are due from customers throughout the United States and collateral is not required.
Historically the Company’s credit related losses have been insignificant.

Recent accounting pronouncements - In September 2006, the FASB issued SFAS No. 157,
Fair Value Measurement. This statetnent defines fair value, establishes a framework for measuring
fair value, and expends disclosures about fair value measurement. This statement is effective for
the fiscal year beginning after November 15, 2007. The Company is in the process of
determining whether the adoption of this statement will have a material impact on the
Company’s financial position or results of operations.

In September 2006, the FASB issued SFAS No. 159, The Fair Value Options for Financial Assets
and Financial Liabilities, Including an amendment of FEASB Staternent No. 115 air Value Measurement.
The statement permits entities to choose to measure many financial instruments and certain
other items at fair value. This statement is effective for the fiscal year beginning after November
15, 2007 provided the entity also elects to apply the provisions of SFAS No. 157. The Company
is in the process of determining whether the adoption of this statement will have a material
impact on the Company’s financial position or results of operations.




CANTERBURY CONSULTING INCORPORATED
NOTES TO FINANCIAL STATEMENTS

Note 3 - Clearing Agreements and Commissions Receivable

On June 1, 2001, the Company entered into a clearing agreement with First Clearing
Corporation (“First Clearing”), whereby First Clearing acts as a clearing broker providing
various services on behalf of the Company’s customers. These services include execution of
orders, preparation of confirmations and reports of activity and settlement of contracts and
transactions in securities as well as providing all cashiering functions and constructing and
maintaining all prescribed books and records. The Company has agreed to indemnify this
clearing broker for losses that the clearing broker may sustain from customer accounts
introduced by the Company. On a monthly basis, First Clearing remits commisstons earmed by
the Company on securities transactions with customers net of charges for floor brokerage and
clearance fees. At December 31, 2006, amounts held by and receivable from First Clearing
totaled $109,954.

In connection with this clearing agreement, the Company is required to: (i} maintain a
minimum interest bearing security deposit of $100,000 with First Clearing which is included in
deposits at December 31, 2006 and (i) maintain blanket brokers indemnity bond insurance of at
least 120% of its required minimum net capital. At December 31, 2006, the Company has
$300,000 of blanket brokers’ bond insurance in effect.

Note 4 - Property and Equipment

Property and equipment consists of the following as of December 31, 20006:

Furniture and equipment $ 626,795
Leasehold improvements 121,541
Computer equipment and software 849,438
1,597,774
Less accumulated depreciation and amortization (1,082,213)
$ 515,561

Depreciation and amortization expense totaled $244,985 for year ended December 31, 2006. At
December 31, 2006, the carrying amount of leased assets included in property and equipment is
$292,441 with related accumulated amortization of $121,200.




Note 5 - Capital Lease Obligations

The Company leases certain equipment under capital leases. The leases are non-recourse and
lease payments are based on the fair market value of acquired assets plus interest over the
ofiginal lease terms of three to five-year petiods. Certain reproduction equipment leases require
additional monthly payments totaling $2,780 through November 2009, for technical support
and maintenance and require the Company to pay contingent rent for excess usage. The
Company is also responsible for the cost of repairs, insurance and property taxes.

Future minimum payments for assets under capital leases as of December 31, 2006 ate as
follows:

Year Ending December 31:

2007 $ 76,246

2008 72,561

2009 61,508

2010 57,005

2011 1,246

268,566

Amount representing interest (93,100}

$ 175,466

Note 6 - Commitments and Contingencies

Leases - The Company leases its principal office space in Newport Beach, California under a
non-cancelable operating lease agreement expiring in January 2008. The minimum commitment
under the lease approximates $34,000 per month through its expiration. The Company also
leases additional office space in Seattle, Washington under a non-cancelable operating lease of
approximately $3,000 per month that expires March 2012, The commitment under the
additional office space lease escalates on the anniversary of the lease agreement. The Company
is responsible for executory costs such as property taxes and common area operating costs
under both of these operating leases. Rent expense for the year ended December 31, 2006 was
$442,398 which is included in general and administrative expenses.




CANTERBURY CONSULTING INCORPORATED
NOTES TO FINANCIAL STATEMENTS

Note 6 - Commitments and Contingencies (continued)

Future minimum rental payments required under these operating leases as of December 31,
2006 are as follows:

Year Ending December 31:

2007 $ 477,000
2008 109,000
2009 77,000
2010 80,000
2011 82,000
Thereafter 21,000
$ 846,000

The Company sub-leases a portion of its office space to two tenants under month-to-month
leases. Monthly rent equals $1,600 for both tenants. Rental income received from the tenants
for the year ended December 31, 2006 totaled approximately $19,000, which is included in
occupafcy expense.

Other - The Company’s commitments and contingencies include the usual obligations of a
registered broker-dealer in the normal course of business. In the opinion of management, such
matters are not expected to have a materal adverse effect on the Company’s financial position
or results of operations.

Note 7 - Profit Sharing Plan

10

The Company has a defined contribution profit sharing plan (the “Plan”) where eligible
employees can make voluntary salary deferral contributions. The Plan conforms to the
requirements of Internal Revenue Code Section 401(k} and covers substantially all employees of
the Company. Employees are eligible for participation in the Plan the first day of the month
following 30 days of employment. Employer contributions are discretionary up to a maximum
amount allowed by law. For certain Plan years, the Company may elect to make a Qualified
Matching Contribution to satisfy certain non-discrimination tests required by the IRS. This
contnibution may or may not be made for all participants. If a contribution is made on behalf
of a participant, it will be 100% Vested at all tmes. For the year ended December 31, 2006, the
Company contributed $319,020 to the Plan.




Note 8 - Reserve Requirement

The Company does not hold funds or secunties for customers; accordingly it 1s exempt from
the provisions of Rule 15¢3-3 under the Securities and Exchange Act of 1934, pursuant to
Paragraph (k) (2) (i) of such rule. Rule 15¢3-3 provides for the maintenance by broker dealers
of basic reserves with respect to customers’ cash and securities and enumerates standards
relaung to the physical possession of customer securiies. The Company catries no customer
regulated commodities futures accounts; therefore, the computation of segregated funds
pursuant to Section 4d (2) of the Commodity Exchange Act is not applicable.

Note 9 - Net Capital Requirement

As a registered broker-dealer, the Company is subject to the Secunties and Exchange
Commission Uniform Net Capital Rule (rule 15c3-1), which requires the maintenance of
minimum net capital of $100,000 and the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1. The Uniform Net Capital Rule also provides that equity
capital may not be withdrawn or cash dividends paid if the resultng ratio of aggregate
indebtedness to net capital would exceed 10 to 1.

At December 31, 2006, the Company had net capital of $317,827, which was §217,827 1n excess
of its required minimum net capital of $100,000. The Company’s aggregate indebtedness to net
capital ratio at December 31, 2006 was 3.22 to 1.

Note 10 - Prior Period Adjustment

The Company’s financial statements have been restated for the correction of an error in
previously issued financial statements resulting from an over reporting of revenues and certain
related expenses of the Company. The net impact of correcting the error was a decrease in
previously reported retained earnings of $122,411. The tax effect of the correction was not
material.
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CANTERBURY CONSULTING INCORPORATED
SCHEDULE I - COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15c3-1

DECEMBER 31, 2006
COMPUTATION OF NET CAPITAL
NET CAPITAL
Total stockholders' equity $ 1,891,500
Deductions and/or charges
Nonallowable assets:
Prepaid expenses $ 89,887
Deposits 40,878
Property and equipment, net 340,095
Customer and other receivables 1,102,813 1,573,673
Net capital before haircuts on securities positions 317,827
Haircuts on securities positions
Money market funds 3 -
Undue concentration - -
Net capital $ 317,827

COMPUTATION OF AGGREGATE INDEBTEDNESS

AGGREGATE INDEBTEDNESS
Items included in statement of financial condition:

Total Liabilities $ 1,198,610
Less: Non-trecourse capital lease obligations (175,466)
Total aggregate indebtedness $ 1,023,144

12




CANTERBURY CONSULTING INCORPORATED
SCHEDULE I - COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15¢3-1

(continued)
DECEMBER 31, 2006
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum dollar net capital required $ 100,000
Minimum net capital required (ratio 15 to 1) $ 68,210
Minimum net capital required $ 100,000
Excess net capital ¥ 217,827
Excess net capital over 120% of minimum net capital required $ 215,512
Ratio: Aggregate indebtedness to net capital 3.22
RECONCILIATION WITH COMPANY'S COMPUTATION
INCLUDED IN PART II FORM X-17A-5 AS OF 12/31/2006

Net capital, as reported in Company's Part IIA (Unaudited) FOCUS Report $ 335,532

Change in other allowable credits:

Deferted tax on non-allowable asset -

Adjustments relating to non-allowable assets
Property and equipment -
Customer and other receivables (61,683)
Prepaid expenses

Deferred tax asset -

Haircuts on secutities:
Money market funds and securities owned -
Undue concentration -

Other adjustments
Consulting fee income and fees 102,806
Other income
Payroll and other expenses (58,828)

Benefit for income taxes -

$ 317,827




CANTERBURY CONSULTING INCORPORATED
SCHEDULE II - COMPUTATION FOR DETERMINATION

OF RESERVE REQUIREMENTS PURSUANT TO RULE 15¢3-3
DECEMBER 31, 2006

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(ii), in that it does not trade or carry
customer accounts and does not hold customer funds as of December 31, 2006.

14




CANTERBURY CONSULTING INCORPORATED
SCHEDULE III - INFORMATION RELATING TO THE POSSESSION
OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3

DECEMBER 31, 2006

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(ii), in that it does not trade or carry
customer accounts and does not hold customer funds as of December 31, 2006
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INDEPENDENT AUDITOR’'S REPORT ON
INTERNAL CONTROL STRUCTURE REQUIRED BY SEC RULE 17a-5

To the Board of Directors
Canterbury Consulting Incorporated

In planning and performing our audit of the financial statements and supplemental schedules of
Canterbury Consulting Incorporated (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 exptress an opinion on the effectiveness of the Company’s
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securites 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
petiodic 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 quartetly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13.

2. Complying with the tequirements 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 propetly to permit the preparation of financial statements in conformity with generally
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accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above,
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 detetiorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelthood that a misstatement of the entity’s financial statements that 1s
more than inconsequental 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 mote 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 necessarly identify all deficiencies in internal control that might be
material weaknesses. We did not identfy any deficiencies in internal control and control acavities 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 maternal respects indicate a matenal 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 and 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the management, the SEC, 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 specifted patties.

A(u% ACL*MS« Ly

Itvine, California

March 29, 2007 END
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