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Independent Auditors’ Report

Board of Directors
Dresner Investment Services, Inc.
Chicago, lllinois

We have audited the accompanying balance sheet of Dresner Investment Services, Inc.
as of December 31, 2007 and 2006 and the related statements of operations, changes in
shareholder’s equity and cash flows for the years then ended that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements
are the responsibility of the Company’s management. Ourresponsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits 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 audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Dresner Investment Services, Inc. as of December 31,
2007 and 2006 and the results of its operations and its cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States
of America.

Our audits were made primanly for the purpose of expressing an opinion on the
financial statements taken as a whole. The supplementary information 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 under the Securities Exchange Act
of 1934. Such information has been subjected to the auditing procedures applied in the
audits of the basic financial statements and, in our opinion, is fairly stated in all matenial
respects in relation to the basic financial statements taken as a whole.

Chicago, Iliinois
February 22, 2008
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QOath or Affirmation

s _SHeoeq Phreshy~  _, swear (or affirm) that, to the best of my knowledge and belicf, the

accompanying financial statements and supporting schedule pertaining to the firm of Dresner
Investment Services, Inc., as of December 31, 2007, are true and correct. 1 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.

Subscribed and swom - - v
to me;)z_ffre this "OFFICIAL SEAL
30 day of A GD/NLL 2008 Barbara Mrozek

Notary Public %@w@aﬂ& /M/(/V%Q&

Signature

Title /é,pS’/M

Notary Public, State of 1iinols
My Commission Exp. 08/03/2008
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This report contains (check all applicable boxes)

(a)
(b)
(c)
(d)
(e)
(H)
(8)
(h)
(1)

)
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(k)

(0
(m)
(n)

(0)
(p})

CI@\ EIEH% a

Facing page.

Statement of financial condition.

Statement of income (loss).

Statement of cash flows.

Statement of changes in shareholder’s equity or partners’ or sole proprietor’s capital.
Statement of changes in liabilities subordinated to claims of general creditors.
Computation of net capital for brokers and dealers pursuant to Rule 15¢3-1.
Computation for determination of reserve requirements pursuant to Rule 15¢3-3.
Information relating to the possession or control requirements for brokers and dealers
under Rute 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.

A reconciliation between the audited and unaudited statements of financial condition
with respect to methods of consolidation.

An oath or affirmation,

A copy of the STPC supplemental report.

A report describing any material inadequacies found to exist or found to have existed
since the date of the previous audit.

Independent auditor’s report on internal accounting control.

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




DRESNER INVESTMENT SERVICES, INC.

BALANCE SHEET

December 31, 2007 2006
ASSETS
Current assets:
Cash $ 47,191 § 865,459
Trade receivables, less allowance for doubtful accounts
of $642,743 in 2007 and $618,630 in 2006 320,137 372,499
Due from affiliate (Note 8) 18,541 3,200,000
Prepaid expenses 10,210 14,307
Total current assets 396,079 4.452.265
Investments, at cost 28,464 28,364
Investments, at fair value (Note 9) 54,439 17,450
Computer equipment, net of accumulated depreciation 1,885 2,513
Total assets $ 480,867 § 4,500,592
LIABILITIES AND SHAREHOLDER’S EQUITY
Current hiabilities: -
Accrued expenses $ 44,798 § 50,205
Due to affiliate 18,541 1,789,692
State income taxes payable 55,338
Total current liabilities 63,339 1,895,235
Sharcholder’s equity:
Common stock, no par value; authorized 1,000,000 shares;
1ssued and outstanding 100,000 shares 7,615 7,615
Paid-in capital 25,000
Retained earmnings 347,924 2,597,742
Accumulated other comprehensive income:
Net unrealized gain on available-for-sale securities (Note 9) 36,989
Total shareholder’s equity 417,528 2,605,357
Total liabilities and shareholder’s equity $ 480,867 § 4,500,592

See nofes to financial statements.




DRESNER INVESTMENT SERVICES, INC.

STATEMENT OF OPERATIONS
Years ended December 31, 2007 2006
Revenue, fee income (Note 3) $ 4,224,053 § 8,531,887
Management fees (Note &) 721,242
Total revenues 4,945,295 8,531,887
Operating expenses:
Support services 1,264,815 1,283,216
Bad debts, net of recoveries 24,113 230,070
Wages and benefits 3,932,898 4,436,317
Total operating expenses 5,221,826 5,949,603
Operating income (loss) (276,531) 2,582,284
Financial income (expense):
Interest income 42,369 34,784
Interest expense (24,219) (4,995}
Total financial income, net 18,150 29,789
Income (loss) before income tax expense (credit) (258,381) 2,612,073
State incofne tax expense (credit) (8,563) 55,338
Net income (loss) $ (249.818) § 2,556,735

See notes to financial statements.
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DRESNER INVESTMENT SERVICES, INC.

STATEMENT CF CASH FLOWS

Years ended December 31,

2007

2006

Operating activities:
Net income (loss)
Adjustments to reconcile above to cash provided by
operating activities:

(249,818) § 2,556,735

Depreciation 628 628
{(Increase) decrease in operating assets:
Trade receivables 52,362 90,350
Due from affiliate 3,181,459 (3,200,000)
Prepaid expenses 4,097 17,903
Increase (decrease) in operating liabilities:
Accrued expenses (5,407) 28,941
Due to affiliate (1,771,151) 1,685,853
State income taxes payable (55,338) 55,338
Cash provided by operating activities 1,156,832 1,235,748
Investing activities:
Purchase of computer (3,141)
Purchase of investments (100)
Cash used in investing activities (100) (3,141)
Financing activities:
Stockholder contribution to paid-in capital 25,000
Distributions paid (2,000,000) (454,000)
Cash used in financing activities (1,975,000) (454,000)
Increase (decrease) in cash (818,268) 778,607
Cash, beginning of year 865,459 86,852
Cash, end of year 47,191 865,459

See notes to financial statements.




DRESNER INVESTMENT SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

1.  Description of business

Dresner Investment Services, Inc. (the Company) was incorporated in Illinois on Apnl 12, 1993. The
Company, which was admitted as a Financial Industry Regulatory Authority (FINRA) (formerly
known as NASD) member in 1994, provides investment banking services for middle market
companies. These services include advising clients on mergers and acquisitions, divestitures,
recapitalizations, placement of debt, equity securities and corporate valuations. '

The Company’s shareholder is also the sole shareholder of four other legal entities sharing common
ownership and management control. These entities were incorporated to provide management,

professional and consulting services and are not subject to regulatory agencies’ oversight. (See Note
8)

2. Summary of significant accounting policies
Trade accounts receivable:

Trade accounts receivable are stated at the amount management expects to collect from balances
outstanding at year-end. Management provides for probable uncollectible amounts through a charge
to earnings and a credit to a valuation allowance based on its assessment of the current status of
individual accounts. Balances that are still outstanding after management has used reasonable
collection efforts are written off through a charge to the valuation allowance and a credit to trade
accounts receivable. Changes in the valuation allowance for trade receivables were as follows:

Years ended December 31, 2007 2006
Balance, beginning of year $ 618,630 § 396,424
Provision for losses 24,113 299,350
Charge-offs (7,864)
Recoveries (69,280)
Balance, end of year $ 642,743 § 618,630

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.




DRESNER INVESTMENT SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

2. Summary of significant accounting policies (continued)

Investments:

Investments are reported at market value and include equity security with readily determinable
market values. Investments also include a non-controiling investment in a closely-held corporation,
which 1s reported at cost. Investment gains (losses) and income are reported in the statement of
operations.

Property and equipment and related depreciation and amortization:

Property and equipment are stated at cost. Provisions for depreciation and amortization of property
and equipment are computed under accelerated and straight-line methods over the estimated useful
lives of the assets.

Income taxes:

The Company uses the cash method of accounting for tax reporting purposes and the accrual method
of accounting for financial statement purposes.

Since its inception, the Company elected to be taxed as an S Corporation under the provisions of the
Internal Revenue Code. Under these provisions, the Company is not required to pay federal income
taxes on their income, if any. Instead, the shareholders of the Company are liable for the federal
income taxes on their respective shares of the Company’s income, if any. However, the Company is
liable for state income taxes, where applicable.

3. Revenue

The Company’s services are contracted under a variety of billing arrangements, including hourly,
fixed and success fees. Gross revenue includes all amounts billed to clients during the year and net
recoveries on previously disputed fees. Revenue 1s not recognized from contracts that the Company
and its clients have not reached an agreement as to eamed fees and/or costs if the amounts are not
determinable.

4. Credit risk

The Company maintains its cash in bank accounts at a Chicagoland area bank. Such accounts, at
times, may exceed federally insured limits. The Company has an uninsured balance approximating
5665,000 at December 31, 2006. The Company has not experienced any losses in such accounts and
believes it is not exposed Lo any significant credit risk on cash.




DRESNER INVESTMENT SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

5. Major customers

Two customers accounted for approximately 54% of the Company’s sales for the year ended
December 31,2007 and four customers accounted for approximately 68% of the Company’s sales for
the year ended December 31, 2006.

6. Employee retirement plan

Effective September 1, 2002, the Company and its affiliates began a defined contribution retirement
plan (401(k) plan) with a profit-sharing feature covering substantially all employees. Under the plan,
the Company may make a discretionary contribution based on salary and contributions of all
employees who meet the service requirements as prescribed by the plan. The expense related to this
plan allocated to the company was $328,959 and $250,253 for the years ended December 31, 2007
and 2006, respectively.

7. Lease commitments

The Company shares occupancy costs of its office facilities in Illinois with three of the entities
described in Note 1. Each entity is responsible for its agreed upon share of base rent and real estate
taxes and operating expenses of the facilities and the Company has recorded its proportionate share
of expenses. The Company leases its office space under a non-cancelable Iease which expires August
2011 and subleases a portion of its unused office space to an unrelated party. The sublease expired in
September 2006 and was extended on a month-to-month basis until July 2007, when it was
terminated. Tor the years ended December 31, 2007 and 2006, rent expense, net of sub-lease
revenue, for its operating lease was $112,453 and $121,524, respectively.

The total remaining annual mimimum rental payments, not including sublease revenue, tenant’s
proportional share of operating costs and real estate taxes and reimbursement from other entities
sharing occupancy, are as follows:

Year ending December 31: Amount
2008 $ 123,745
2009 127,393
2010 131,042
2011 77,683

Total $ 459,863




DRESNER INVESTMENT SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS {(CONTINUED)

8. Related party transactions

Dresner Capital Resources, Inc. (DCR), one of the related corporations which is wholly-owned by
the sole sharehoider of the Company, provides all of the administrative support services. DCR pays
all of the Company’s office expenses and other costs, including payroll and related payroll taxes. The
Company reimbursed DCR for substantially all of the expenses charged in 2007 and 2006.

Allocation of expenses, referred to as “support services,” are made by DCR to the Company and its
affiliates. Expenses specific to the Company and its affiliates are allocated directly to the entity to
which the expense applies. If the expense does not specifically apply to the Company or its affiliates,
they are apportioned based on an allocation percentage determined by management.

~Duning 2006, funds were transferred to Dresner Partners I, LLC for the purpose of pooling
investment resources 1n high yielding investments. Also, the Company shares employee resources
with Dresner Corporate Services, Inc. (DCS) and Dresner Securities, Inc. (DSI) and bills the related
party for each company’s share of corresponding employee costs.

At December 31, 2007 and 2006 the following amounts were due from (to) the above related
compantes.

December 31, 2007 2006
Dresner Capital Resources, Inc, $ 12,253 § (1,693,212)
Dresner Corporate Services, Inc. (18,541) (10,680)
Dresner Securities, Inc. 6,288 (85,800)
Dresner Partners 11, LLC 3,200,000
Total S - $ 1,410,308

9, Available-for-sale securities

The following is a summary of available-for-sale securities as of December 31, 2007:

Gross
unrealized Fair
Cost gain value
Equity securities $ 17450 § 36,989 § 54,439

10




DRESNER INVESTMENT SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

10. Reclassifications

Certain reclassifications have been made to the prior year balance sheet to conform to the current
year presentation.

11



DRESNER INVESTMENT SERVICES, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

December 31, 2007

Total shareholder’s equity $ 417,528

Deductions and/or charges:
Nonallowable assets:

Investments 28,4604
Due from affiliate 18,541
Other assets 332,232
Adjusted net capital 38,291
Minimum net capital requirement 5,000
Excess net capital $ 33,291

Reconciliation with Company’s computation of minimum
capital requirements:
Net capital, as reported in the Company’s X-17A-5 $ 19,843

Allowable assets not reported on original focus report:
Investments, fair value ' 36,989

Nonallowable assets not reported on original focus report:
Due from affiliate (18,541)

Adjusted net capital per above $ 38,291

12
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Independent Auditors’ Report on Internal Control

Board of Directors
Dresner Investment Services, Inc.
Chicago, Illinois

In planning and performing our audit of the financial statements of Dresner Investment
Services, Inc. (the Company) as of and for the year ended December 31, 2007, 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 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 made a study of the practices and procedures followed by the Company
including tests of compliance with such practices and procedures that we considered
relevant to the objectives stated in rule 17a-5(g)(1) in making the periodic computations
of aggregate indebtedness and net capital under rule 17a-3(2)(11) and the procedures for
determining comphance 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 quarterly securities examinations, counts, verifications and
comparisons.

2. Recordation of differences required by rule 17a-13.

3. Complying with the requirements for prompt payment for securities

under Section & of Federal Reserve Regulation T of the Board of
Governors of the Federal Reserve System.




The management of the Company is responsible for establishing and maintaining a system of internal
control including 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 disposi-
tion and that transactions are executed in accordance with management’s authorization and recorded
properly to permit preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed
in the preceding paragraph.

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 Company’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 likelihood that a misstatement of the Company’s financial

statements that is more than inconsequential will not be prevented or detected by the Company’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 Company’s internal control.

Our consideration of internal control was for the limited purpose described in the first paragraph and
would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or matenial weaknesses. We did not identify any deficiencies in internal control 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 material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we beheve that the Company’s practices
and procedures were adequate at December 31, 2007 to meet the SEC’s objective.

This report is intended solely for the use of the shareholder, management, the SEC, the National
Association of Securities Dealers, Inc. and other regulatory agencies which 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.

Y}
Chicago, Illinots
February 22, 2008 END
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