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OATH OR AFFIRMATION

I, Andrew D. Smith , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Houlihan Smith & Company. Inc. , as

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

'WGWWW}
"OFFICIAL SEAL" 3 Covdons W M
NOTARY CLIT STATE OF I LINOIS § )
My Commission Expires 07/12/2008 i President
Title

Notary Publlc

=

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

{a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

{d) Statement of Changes in Financial Condition.

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

(f} Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital{inciuding reconciliation of X-17A-5 Part 1 filing with this Rule 17a-5(d) report, if applicable.)

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

(i) Ianformation 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¢3-3 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.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report,

(n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(0) Indevendent Auditors' Report on Internal Accounting Control

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

The Board of Directors of
Houlihan Smith and Company, Inc,

We have audited the accompanying consolidated statement of financial condition of Houlihan Smith and
Company, Inc. and Subsidiary as of December 31, 2006, and the related consolidated statements of operations,
changes in shareholders’ equity, changes in liabilities subordinated to claims of general creditors and cash flows
for the year then ended. These financial statements are the responsibitity 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 consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Houlihan Smith and Company, Inc. and Subsidiary as of December 31, 2006, and the results
of their operations and cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

QOur audit was made for the purpose of forming an opinion on the financial statements taken as a whole. The
information contained in the supplemental schedule listed in the accompanying index is presented for purposes of
additional analysis and is not required for a fair presentation of the financial statements, but is supplementary
information required by Rule 17a-5 of the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in our audit of the financial statements and, in our opinion, is fairly
stated in all material respects in relation to the financial statements taken as a whole.

)/W fﬁ %‘Eg LLp

Greenwood Village, Colorado
January 26, 2007
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006

ASSETS

Cash and cash equivalents

Receivables from customers

Securities owned, at market value

Furniture and equipment, net of accumulated depreciation
of $122,225

Other assels

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES:
Accounts payable
Deferred revenue
Accrued ESOP contribution-stock (Note 4)

Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 3, 4 and 5)

SHAREHOLDERS' EQUITY (Note 2):
Preferred stock, $0.001 par value, authorized 1,000,000 shares,
no shares outstanding
Common stock, $0.001 par value, authorized 1,000,000 shares,
10,621 shares outstanding
Additional paid-in capital
Retained eamings

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

The accompanying notes are an integral part of this statement

$ 434,826
506,333
738

7,788
12,683

3 962,368

$ 825
60,781
700,000

761,606

10
200,752

200,762

$ 962,368




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

CONSOLIDATED STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

REVENUE:
Investment banking fees
Other income

Total revenuie

EXPENSES:
Employee compensation and benefits
Subcontracted services
Professional fees and outside services
General and administrative
Advertising, promotion and other
Communications
Occupancy and equipment
Employee stock ownership plan (Note 4)

Total expenses

NET INCOME

The accompanying notes are an integral part of this statement

$

6,480,654
16,412

6,497,066

4,203,041
136,035
16,943
315,335
573,418
34,255
159,487
707,575

6,146,089

$

350,977




' HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY
l CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
. YEAR ENDED DECEMBER 31, 2006
' Additional
Common Stock Paid-In Retained
' Shares Amount Capital Earnings
BALANCES, December 31, 2005 7,363 h) 7 $ 100,323 $ 142,515
l Sale of common stock 3,258 3 106,937 -
l Distributions - - (6,508) (493,492)
l Net income - - - 350,977
BALANCES, December 31, 2006 10,621 $ 10 $ 200,752 % -
' The accompanying notes are an integral part of this statement 6




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
YEAR ENDED DECEMBER 31, 2006

BALANCES, December 31, 2005 $ -

BALANCES, December 31, 2006 3 -

The accompanying notes are an integral part of this statement



HOULIHAN SMITH AND COMPANY, INC,
AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $ 350,977
Adjustments to reconcile net income to net cash provided
by operating activities:

Employee stock owership plan 700,000
Increase in receivables, net (333,931)
Increase in deferred revenue 45,312
Decrease in securities owned 3,172
Decrease in other assets 18,552
Decrease in accounts payable (6,183)
Net cash provided by eperating activities 777.899

CASH FLOWS USED IN INVESTING ACTIVITIES:
Purchase of furniture and equipment (5,854)

CASH FLOWS FROM FINANCING ACTIVITIES:

Sale of common stock 106,940
Distnibutions to shareholders (500,000)
Net cash used in financing activities (393,060)
NET INCREASE IN CASH 378,985
CASH AND CASH EQUIVALENTS at beginning of year 55,841
CASH AND CASH EQUIVALENTS at end of year 3 434,826
The accompanying notes are an integral part of this statement g




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Houlthan Smith & Company, Inc. a Nevada corporation ("the Company” or “HSC") is a specialized
investment banking firm and operates as a consultant where it participates in mergers and acquisitions,
advisory services, valuations and other financial opinions for a fee. The Company is a member of the
National Association of Securities Dealers ("NASD") and is registered with the Securities and Exchange
Commission ("SEC") as a licensed broker-dealer.

The Company is the sole member of Houlihan Smith Advisors, LLC. (“HSA"). HSA specializes in
preparing third-party evaluation reports, merger and acquisition advisory, and in the private placement
of debt and/or equity securities. HSA typically receives 50% of its fee as a deposit and receives the
remaining fee when the product is delivered. A substantial portion of the HSA engagement is completed
prior to the signing of the contract and, accordingly, HSA records deferred revenue on the unearned
portion. The consolidated financial statements for the year ending December 31, 2006 include the
accounts of HSC and HSA. All intercompany accounts and transactions have been eliminated in
consolidation.

The Company, under Rule 15¢3-3(k)(2)(ii) is exempt from the reserve and possession or control
requirements of Rule 15¢3-3 of the Securities and Exchange Commission. The Company does not carry
or clear customer accounts.

Securities owned by the Company (substantially common stock) are recorded at market value and
related changes in market value are reflected in income. Stocks and warrants for which there is no
public market are valued based upon the judgment of management. In these cases management
considers various factors such as earnings history, financial condition, recent sales prices of the issuer's
securities and the proportion of securities owned.

Furniture and equipment are recorded at cost. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets, currently three years. Repairs and maintenance costs are
expensed as incurred, and expenditures for additions and major improvements are capitalized.

For purposes of the statement of cash flows, the Company considers money market funds with a
maturity of three months or less to be cash equivalents.

The Company is an S-Corporation for income tax purposes and, accordingly, income or loss of the
Company flows through to the individual shareholders.

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 liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2- NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain a minimum net capital, as defined under such provisions. As of
December 31, 2006 the Company had net capital and net capital requirements of $373,220 and $5,000,
respectively. The Company's net capital ratio (aggregate indebtedness to net capital) was .17 to 1.
According to Rule 15¢3-1, the Company's net capital ratio shall not exceed 15 to 1.

NOTE 3 - COMMITMENTS

The Company leases office space from an unrelated party under a noncancellable operating lease
expiring in 2009.

At December 31, 2006, aggregate minimum future rental commitments under the Company's lease are
as follows:

YEAR AMOUNT
2007 $ 73,900
2008 75,600
2009 6,400
Total § 155,900

During the year ended December 31, 2006, total rental expense was approximately $148,000. During
the year ended December 31, 2006, the Company rented additional office space on a month to month
basis.

NOTE 4- EMPLOYEE STOCK OWNERSHIP PLAN

During the year ended December 31, 2006 the Company established an employee stock ownership plan
(“Plan”) whereby the Company will make contributions of HSC stock to the ESOP trust on a
discretionary basis. Pursuant to the Plan all employees of the Company are eligible to participate in the
Plan. The Company has accrued a discretionary contribution of $700,000 for the year ended December
31, 2006 and 100% of this amount will be allocated to Plan participants on a pro-rata basis according to
Plan documents. The contribution of $700,000 to the Plan is classified as additional compensation
expense in the Company’s financial statements. The contribution will be funded by the issuance of new
HSC common stock in 2007 following an independent appraisal of the Company’s equity and in
conjunction with the filing of the Company’s federal income tax return. The Company has currently
allocated up to 1,000 of its authorized common shares for contribution to the Plan. It is expected that in
future years the Company will continue to make additional discretionary contributions to the Plan and
the Company will authorize additional shares to be allocated for such purpose. Plan participants vest
100% in three years provided that they remain employed by the Company. Plan shares that have been
allocated to Plan participants that terminate employment with the Company prior to vesting forfeit their
shares, which are then reallocated among remaining Plan participants.

10




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4- EMPLOYEE STOCK OWNERSHIP PLAN (continued)

At December 31, 2006 none of the Plan participants had vested and, accordingly, there is no repurchase
hiability. In the future, as employees vest into the Plan, the Company expects to record a repurchase
hability as a provision for vested participants that may terminate employment with the Company.

NOTE 5- OFF-BALANCE SHEET RISK

[n the Company's investment activities, the Company receives securities for its services and may incur
losses 1f the market value of the securities decline subsequent to December 31, 2006.

The Company's financial instruments, including cash and cash equivalents and receivables are carried at
amounts which approximate fair value. Securities owned are valued at market value using quoted
market prices or valued at fair value as described above. Payables and other liabilities are carried at
amounts which approximate fair value.

11
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARY

COMPUTATION OF NET CAPITAL
PURSUANT TO UNIFORM NET CAPITAL RULE 15¢3-1

DECEMBER 31, 2006
CREDIT:
Shareholders' equity $ 200,762
Add: Discretionary liability- Accrued ESOP liability-stock 700,000
900,762
DEBITS;
Nonallowable assets:
Receivables from customers 506,333
Non-marketable securities 738
Fumniture and equipment, net 7,788
Other assets 12,683
Total debits 527,542
NET CAPITAL 373,220
Minimum requirements of 6-2/3% of aggregate indebtedness of
$61,606 or $5,000 , whichever is greater 5,000
Excess net capital $ 368,220
AGGREGATE INDEBTEDNESS:
Accounts payable $ 825
Deferred revenue 60,781
Accrued ESOP hability-stock 700,000
761,606
Less: Accrued ESOP liability-stock {700,000)
Total aggregate indebtedness 5 61,606
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL A7 to 1

Note: There are no material differences between the above computation of net capital and the

corresponding computation as submitted by the Company with the unaudited Form X-17A-5 as of
December 31, 2006.

See Independent Auditors’ Report. 12
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INDEPENDENT AUDITORS' REPORT ON
INTERNAL ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

The Board of Directors of
Houtlihan Smith & Company, Inc.

In planning and performing our audit of the consolidated financial statements and supplementary
information of Houlihan Smith & Company, Inc. and Subsidiary for the year ended December 31, 2006,
we considered its internal control structure, including procedures for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have made a
study of the practices and procedures (including tests of compliance with such practices and procedures)
followed by Houlithan Smith & Company, Inc. and Subsidiary that we considered relevant to the
objectives stated in Rule 17a-5(g), (i) in making the periodic computations of aggregate indebtedness
and net capital under Rule 17a-3(a)(11) and the procedures for determining compliance with the
exemptive provisions of Rule 15¢3-3; and (ii) for safeguarding the occasional receipt of securities and
cash until promptly transmiited to the Company's clearing brokers. We did not review the practices and
procedures followed by the Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13 or 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, because the Company does not carry
security accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to in the preceding paragraph. In fulfiliing this
responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of internal control structure policies and procedures 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 Commission's above-mentioned objectives. Two of the objectives of an internal
control structure 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 accounting principles generally accepted in the United States of Amernica. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

. .
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SPICER JEFFRIES LLP

Because of inherent limitations in any internal control structure or the practices and procedures referred
to above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them to
future periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate. This report recognizes that it is not
practicable in an organization the size of Houlihan Smith & Company, Inc. and Subsidiary to achieve all
the divisions of duties and cross-checks generally included in a system of internal accounting control
and that alternatively greater reliance must be placed on surveillance by management.

Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure 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 structure elements does not reduce to a relatively low
level the risk that errors 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 the internal control
structure, including procedures for safeguarding securities, that we consider to be matenial 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 Commission 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 were adequate at December 31, 2006, to meet the Commission'’s objectives.

In addition, our review indicated that Houlihan Smith & Company, Inc. and Subsidiary was in
compliance with the conditions of exemption from Rule 15¢3-3 pursuant to paragraph k(2)(ii) as of
December 31, 2006, and no facts came to our attention to indicate that such conditions had not been
complied with during the year.

This report is intended solely for the information and use of the Board of Directors, 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.

)JW/J%A;LLP

Greenwood Village, Colorado
January 26, 2007
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