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OATH OR AFFIRMATION

— (S A
I, 5 & { ar, L.é ((j , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Indigo Securities, LLC ; . ,asof

-

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
/a roging Aowl,~

J Title ~
)/ MARIA WILSON
ARY PUBLIC, STATE OF NEW YORK

Notary Public NO: 01-W14939966
QUALIFIED IN RICHMOND COUNTY
COMMISSION EXPIRES: 08-01-_ 2, /0

This 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 Proprietor's Capital.

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

{g) Computation of Net Capital.

(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,

(7) 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 con-

solidation.
() An QOath or Affirmation.

(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.

(o) Independent auditor's report on internal accounting control.

OEXIOE O EACCRA ] R bl B Rel Bl

{p) Schedule of segregation requirements and funds in segregation--customers’ regulated commodity futures account
pursuant to Rule 171-5.

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

To the Members of
Indigo Securities, LLC

We have audited the accompanying statement of financial condition of Indigo Securities, LLC (the “Company”) as of
December 31, 2006. This statement of financial condition is the responsibility of the Company's management. Our
responsibility is to express an cpinion on this statement of financia! condition 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 statement of financial condition is free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinicn on the effectiveness of the Company's internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall statement of
financial condition presentation. We believe that our audit of the statement of financial condition provides a
reasonable basis for our opinion.

In our opinion, the statement of financial condition referred lo above presents fairly, in all material respects, the

financial position of Indigo Securities, LLC as of December 31, 2006, in conformity with accounting principles
generally accepted in the United States of America.

@m")«m e @"WMT) pFe

Roseland, New Jersey
March 29, 2007
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]
December 31, 2006

ASSETS

Cash and cash equivalents $ 127,440
Receivable from affiliate 34,993
Prepaid expenses and other assets 31,208
Property and equipment, net 46,408
Securities owned, at market value 4,643
Securities owned, at fair value 438,762
Security deposit 50,493

$ 733,947

LIABILITIES AND MEMBERS' EQUITY

Liabilities
Accounts payable and accrued expenses $ 53,146
Deferred rent 28,034
Deferred tax liability 15,000
Total liabilities 96,180
Members' equity 637,767

$ 733,947

See accompanying notes fo financial statements. 2



INDIGO' SECURITIES, LLC

NOTES TO FINANCIAL'STATEMENTS

1. Nature of operations

Indigo Securities, LLC, {the “Company”) is a Delaware limited liability company. The Company is a broker/dealer
registered with the Securities and Exchange Commission ("SEC") and is a member of the National Association of
Securities Dealers ("NASD"). The Company engages primarily in the private placements of securities.

2. Summary of significant accounting policies

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally accepted in the
United States of America.

Revenue Recognition

Investment banking fees are recorded at the time the transaction is completed and the income is reasonably
determinable. Warrants received for services are also recorded when the transaction is completed. The Company
values any warrants received using the Black-Scholes option pricing model adjusted for the unique characteristics of
these instruments.

Cash and Cash Equivalents

Cash and cash equivalents include all cash balances and highly liquid investments with an initial maturity of three
months or less.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization. The Company provides
for depreciation and amortization as follows;

Estimated
Asset Useful Life Principal Method
Office and other equipment 7 years Straight-line
Leasehold improvements lease term Straight-line

Maintenance and repairs are charged to expense and major renewals and betterments are capitalized. At the time
property and equipment are retired or disposed of, the applicable cost and accumulated depreciation are removed
from the accounts and any gain or loss is credited or charged to operations.

Impairment of Long-Lived Assets

In accordance with Statement of Financial Accounting Standards (*"SFAS”) No. 144, “Accounting for the Impairment
or Disposal of Long-Lived Assets”, the Company records impairment losses on long-lived assets used in
operations when indicators of impairment are present and the undiscounted cash flows estimated to be generated
by those assets are less than the assets’ carrying amounts.
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NOTES TO FINANCIAL STATEMENTS

2. Summary of significant accounting policies (continued)
Securities Owned
At Market

The Company values investments in securities that are freely tradable and are listed on a national securities
exchange or reported on the NASDAQ national market at their last sales price as of the last business day of the
period. Other securities traded in the over-the-counter markets and listed securities for which no sale was reported
on that date are valued at there last reported “bid” price when heid long.

At Fair Value

Warrants and certain securities owned are valued at fair value. The Company values any warrants received using
warrant-pricing models adjusted for the unique characteristics of these instruments. The Company values certain
securities for which there is no readily determinable market value at fair value as determined by the Company's
management. Those estimated values do not necessarily represent the amounts that may be ultimately realized due
to the occurrence of future circumstances that cannot be reasonably determined. Because of the inherent uncertainty
of valuation, those estimated values may be materially higher or lower than the values that would have been used
had a ready market value for the securities existed.

All unrealized gains and losses are reflected in revenues.
Income Taxes

The Company complies with SFAS No. 109, "Accounting for Income Taxes", which requires an asset and liability
approach to financial accounting and reporting for income taxes. Deferred income tax assets and liabilities are
computed for differences between the financial statement basis and the tax basis of assets and liabilities that will
result in taxable or deductible amounts in the future based on the enacted tax laws and rates applicable to the
periods in which the differences are expected to affect taxable income. Valuation allowances are established,
when necessary, to reduce the deferred income tax assets to the amount expected to be realized.

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 amounts disclosed in
the financial statements. Actual results could differ from those estimates.
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NOTES TO FIN ANCIAL STATEMENTS
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3. Property and equipment

Details of property and equipment at December 31, 2006 are as follows:

Office equipment $ 16,024
Leasehold improvements 32,945
48,969

Less accumulated depreciation
and amortization 2,561
5 46,408

4. Net capital requirement

The Company is subject to the SEC Uniform Net Capital Rule 15c¢3-1. This Rule requires the maintenance of
minimum net capital and that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15
to 1 and that equity capital may not be withdrawn if the resulting net capital ratio would exceed 10 o 1. At December
31, 2006, the Company's net capital was approximately $46,000 which was approximately $41,000 in excess of its
minimum requirement of approximately $5,000.

5. Exemption from Rule 15¢c3-3

The Company is exempt from SEC Rule 15¢3-3 pursuant to the exemptive provision under subparagraph (k}(2)(i)
and, therefore, is not required to maintain a "Special Reserve Bank Account for the Exclusive Benefit of Customers.”

6. Related party transactions

The Company shares leased office space with an affiliate related through a common member. A portion of rent and
other related occupancy costs are allocated by the Company to the affiliate. Amounts due from the affiliate at
December 31, 2006 aggregate $34,993,

7. Members’ equity

Based upon the terms of the Company's operating agreement, the Company is required to make distributions to its
members in an aggregate amount equal to the estimated personal tax liabilities of the members based upon their
ownership interests in the Company. Such distributions are only required to the extent that management
determines that the Company has “Distributable Cash”, as defined in the agreement. At December 31, 20086,
management deemed there was not sufficient Distributable Cash to make distributions, and consequently, no
liability has been recorded at December 31, 2006.
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8. Commitment

The Company and an affiliate lease office space under an operating lease in New York City expiring in September
2011. The Company's portion of rental payments is $8,333 per month throughout the term of the lease.

Future minimum lease payments for the Company and the affiliate for the five years subsequent to December 31,
2006 are as follows:

Year Ending December 31,

2007 $ 240,000
2008 240,000
2009 240,000
2010 240,000
2011 180,000

$ 1,140,000

Rent expense recerded by the Company for the year ended December 31, 2006 was $40,087.

9. Income taxes

No provision for federal and state income taxes has been recorded because the Company is a limited liability
company and files its tax return as a partnership. Accordingly, the members report their share of the Company's
income or loss on their income tax returns. Current income tax expense results from the New York City
unincorporated business tax.

Deferred income tax expense and the deferred income tax liability arise from a timing difference in the reporting of
income of the fair value of the Company’s warrants for book and income tax reporting purposes.

10. Concentration of credit risk

The Company maintains its cash in bank deposit accounts which, at times, may exceed federally insured limits.
Accounts are guaranteed by the Federal Deposit insurance Corporation (“FDIC™) up to $100,000. The Company has

not experienced any losses in such accounts.

The Company had four major customers in 2006 which accounted for approximately 87% of the Company’s
revenues.
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NOTES TO FINANCIAL STATEMENTS
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11. Prior period adjustment

Subsequent to year end, it was determined that there were errors made in a prior period. Warrants received in
connection with investment banking transactions during the year ended December 31, 2005 were not timely
recorded. Netincome for the year ended December 31, 2005 should have been higher by $608,116. This amount
has been treated as a prior period adjustment; adjustments related to the correction of this error have resulted in an
increase to members’ equity as of January 1, 2006.

12. Subsequent event

OCn January 3, 2007, an investment banking transaction closed and the Company earned a fee of approximately
$741,000 at that time.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE
COMMISSION

To the Members of Indigo Securities, LLC

In planning and performing our audit of the financial statements and supplemental schedules of Indigo Securities,
LLC {the “Company”), as of and for the year ended December 31, 2008, 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 cpinion on the effectiveness of the
Company's internal control. Accordingly, we do not express an opinion on the effectiveness of the Company’s
internal control.

Also, as required by rule 17a-5(g){1) of the Securities and Exchange Commission (SEC), we have made a study of
the practices and procedures followed by the Company including consideration of control activities for safeguarding
securities. This study included tests of such practices and procedures that we considered relevant to the
objectives stated in rule 17a-5(g} in making the periodic computations of aggregate indebtedness (or aggregate
debits) and net capital under rule 17a-3(a){(11) and for determining compliance with the exemptive provisions of
rule 15c3-3. Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1.  Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13

2.  Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management's authorization and recorded properly to permit the
preparation of financiai statements in conformity with accounting principles generally accepted in the United States
of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.

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 may become inadequate because of changes in conditions or that the effectiveness of their design
and operation may deteriorate.

Afiliated Offices Worldwide A G
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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 refiably in accordance with accounting
principles generally accepted in the United States of America such that there is more than a remote likelihood that
a misstatement of the entity's financial statements that is more than inconsequential will not be prevented or
detected by the entity’s internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify all deficiencies in internal control that might be material weaknesses. However, we
did identify a deficiency in internal control that we determined tc be a material weakness, as defined above. This
condition was considered in determining the nature, timing, and extent of the 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 29, 2007, During the audit, it came to our attention that the Company did not
timely record warrants received for services provided in the prior and current years. An effective system of internal
controls would have identified this oversight and corrected the financial statements prior to the audit.

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 the practices and procedures that do not accomplish such
objectives in all material respects indicate a material inadequacy for such purposes. Except for the material
inadequacy described in the previous paragraph, based on this understanding and on our study, we believe that
the Company's practices and procedures, as described in the second paragraph of this report, were adequate at
December 31, 20086, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
National Association of Securities Dealers, Inc. and other regulatory agencies that rely on rule 17a-5(g} under the

Securities Exchange Act of 1834 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.

Rm,’«w e Lrpangn, £.C.

Roseland, New Jersey
March 29, 2007



