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OATH OR AFFIRMATION

i, :\;S ,AU\.Q H’lel‘lr . swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules petaining to the firm of
Tntenp ty BroKernge SevvicsS , Inc. , as

of March 2% .20 O, are tme/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:

AN
[0 ]

CEO
s ( ANGELA £ WELMLE '3 Title

COMM. #1695785 g
NOTARY PUBLIC-CALIFORNIA $
o SAN DIEGO COUNTY £
o1d 'bl:c

] S22 My COMM. EXPIRES SEPT. 25, 2010 3

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

¥l (a) Facing Page.

H (b) Statement of Financial Condition.

2 (c) Statement of Income (Loss).

A (d) Statement of Changes in Financial Condition.

[3 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capi:al.

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

™ (g) Computation of Net Capital.

B (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. Footnole 5

EJ" (i) Information Relating to the Possession or Contro} Requirements Under Rule 15¢3-3. Footnote L

0 () 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.

® (1) An Oath or Affirmation.

[ (m) A copy of the SIPC Supplemental Report.

O (n) Arcportdescribing any material inadequacies found to exist or found to have existed sitice the date of the previous audit,

** For conditions of confidential treaiment of certain pertions of this filing, see section 240.17a-5(e)(3).
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Joshua Hetmle

President

Integrity Brokerage Services, Inc.
Qceanside, CA

Independent Auditor's Report

We have audited the accompanying balance sheet of Integrity Brokerage Services, Inc. (the
Company) as of December 31, 2007, and the related statements of earnings end comprehensive
income, changes in equity, and cash flows for the year then ended that you ar: filing pursuant to
rule 17a-5 under the Securities Exchange Act of 1334, These financial statements are the
responsibility of the Company's management. Cur 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 amount:; 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 linancial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financiat staternents referred to above present fairly, in all material respects,
the financial position of Integrity brokerage Services, Inc. at December 31, 2007, and the results
of its operations and its cash flows for the year then ended in conformity with iaccounting
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 information contained in the related schedules is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary 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: 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.

é hn P
sertifie

Temecula, California
March 8, 2008




Integrity Brokerage Services, Inc.
® Balance Sheet
' December 31, 2007

Assels
Current assels :
Cash and cash equivalents . $ 1,463
Deposits with clearing organizations (cash and cash equivalents) 52,987
Short-term investments 26,019
Prepaid insurance 876
Receivable from clearing organizations 198,997
Total current assets $ 380,342

Fixed assets
Furniture, computers & office construction, at cost, less
accumulaled depreciation of $24,799 : 36,289

Total assets : $ 416,631

Liabilities and Stockholders' Equity

Current liabilities ' ‘
Accounts payable 3 460

Accrued expenses 19,518
Commissions payable 162,408
Pension payable 3,667
Corporate state tax payable - 468
Total current liabilities $ 188,519

Stockholders' equity
Common stock - 100,000 shares authorized,

issued and outstanding 79,854
Additional paid-in capital : , 5,000
Retained earnings 145,258
Total stockholders' equity 230,112
Total liabilities and stockholders' equity ‘ $ 416,631

The accompanying notes are an integral part of these financial statements.
-2-




Integrity Brokerage Services, Inc.

Statement of Earnings and Comprehensive Income

For the Year Ended December 31, 2007

Revenue - Schedule 1
General and administrative expenses - Schedule 2
Operating earnings
Other income (expenses)
Gain (Loss) on sale of investments
Total other income {expenses)
Earnings before taxes
Provision for taxes on earnings

Net earnings

Comprehensive income, net of tax:

Unrealized (losses) gains on marketable securities -

Comprehensive income

$

$

1,349,961
1,266,780

83,181

2,018
2,018

81,163

1,266

79,897

(557)

79,340

The accompanying notes are an integral part of these financial statements.
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Integrity Brokerage Services, Inc.
Statement of Changes in Equity
For the Year Ended December 31, 2007

Common Stock Additicnal Retained

Shares Amount  Paid-In Capital Earnings

Balance at January 1, 2007 100,000 $ 79,854 $ 5000 % 65,918
Net income for the year 79,340
Balance at December 31, 2007 100,000 % 79,854 $ 5000 $ 145258

The accompanying notes are an integral part of these financial staternents.
4-



Integrity Brokerage Services, Inc.

Statement of Cash Flows

For the Year Ended December 31, 2007

Cash flows from operating activities:
Comprehensive income
Adjustments to reconcile comprehensive income to net
cash provided by operating activities:
Depreciation
Loss on sale of investments
Unrealized losses on investments

{Increase) Decrease in receivable from clearing organizatior

{Increase) Decrease in prepaid expenses
{Increase) Decrease in security deposits
Increase (Decrease) in accounts payable
Increase (Decrease) in commissions payable
Increase (Decrease) in accrued expenses
Increase (Decrease) in pension payable
Increase (Decrease) in corporate state tax payable
Total adjustments
Net cash provided (used) by operating activities

Cash flows from investing activities:

Purchases of short-term investments
Proceeds from sales of short-term investments

Net cash provided (used) by investing activities

Cash flows from financing activities:
Net cash provided (used) by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning

Cash and cash equivalents, ending

Supplemental disclosure of cash flow information:
Interest paid $ 0
State tax paid $ 800

The accompanying notes are an integral part of these financial statments.
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79,340

3,294
2,018
557

(239,673)

(876)
456

(1,887)
128,166
19,400
3,667
466

(84,412)

(5,072)

(30,846)
15,348

(15,498)

0

(20,570)

75,020

54,450




Integrity Brokerage Services, Inc.
Notes to Financial Statements
December 31, 2007

NOTE 1: Summary of Significant Accounting Policies

Business Activity

Integrity Brokerage Services, Inc. (the Company) is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and is a member of the Financial Industry
Regulatory Authority (FINRA.) The Company is a California Corporation.

Use of Estimates

Management uses estimates and assumptions in preparing these financial statements
in accordance with generally accepted accounting principles. Those estimates and
assumptions affect reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported revenues and exp:znses. Actual
resuits could vary from the estimates that were used.

Revenue Recognition

Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

Short-term Investments

The Company’s short-term investments consist of equity securities classified as
available-for-sale, which are stated at estimated fair value. Unrealized marketable
securities gains and losses are reflected as a net amount under the caption of
comprehensive income, net of tax within the statement of earnings and comprehensive
income. Realized gains and losses are recorded within the statement of earnings and
comprehensive income under the caption other income (expenses.) For the purpose of
computing realized gains and losses, cost is identified on a specific identification basis.

Fixed Assets

Property and equipment are stated at cost. Depreciation on furniturz and computers is
computed using the double declining balance method and useful livies ranging from
three to seven years. Depreciation on office construction is computad using the
straightline method and a useful life of 39 years.

Depreciation expense for the year ended December 31, 2007, is $3,294.

-6-



Integrity Brokerage Services, Inc.
Notes to Financial Statements
December 31, 2007

Income Taxes

The Company, with the consent of its shareholders, has elected under the Internal
Revenue Code to be an S corporation. In lieu of federal corporate: income taxes, the
shareholders of an S corporation are taxed on their proportionate share of the
Company's taxable income. Therefore no provision for federal income taxes has been
included in the financial statements.

Income taxes — state only — are provided for the tax effects of transiactions reported in
the financial statements. These consist of taxes currently due plus deferred taxes.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid
debt instruments purchased with an initial maturity of three months or less to be cash
equivalents.

Cash and cash equivalents in clearing accounts totaling $52,987 is included in cash in
the accompanying financial statements. The Company has an agreament with Penson
Financial Services, inc. (Penson) to clear and maintain customer accounts for the

Company. At December 31, 2007, Penson required the amount of $50,000 to be on
deposit.

NOTE 2: Disclosures About the Fair Value of Financial Instruments

The carrying amounts of cash, deposits with clearing organizations and prepaid
insurance approximate fair value because of the short maturity of the instruments.

NOTE 3: Employee Benefit Plan

The Company has a defined contribution plan covering substantially ail employees who
work 1,000 hours or more in a year and have been employed for at least one year. The
Company’s annual contribution to the plan is calculated as 3% of emoloyee eligible
earnings. The employer’'s annual contribution for 2007 was $5,467.

NOTE 4: Concentrations of Credit Risk

The Company is engaged in various trading and brokerage activities in which
counterparties primarily include broker-dealers, banks, and other financial institutions.
In the event counterparties do not fulfill their obligations, the Company may be exposed
to risk. The risk of default depends on the creditworthiness of the counterparty or
issuer of the instrument. It is the Company’s policy to review, as necassary, the credit
standing of each counterparty.
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Iniegrity Brokerage Services, Inc.
Notes to Financial Statements
December 31, 2007

NOTE 5: Reserve Regquirement under SEC rule 15¢3-3 k2 ii

The Company neither clears securities accounts nor performs custodial functions
relating to customer securities. The Company is exempt from the Reserve
Requirement under SEC rule 15¢3-3 k2 ii.

NOTE 6: Information Relating to the Possession or Control Requirements under SEC
rule 15¢3-3 k2 ii

The Company neither clears securities accounts nor performs custodial functions
relating to customer securities. The Company is also exempt from Fule 15¢3-3 for

Information Relating to the Possession or Control Requirements uncer SEC rule 15¢3-3
k2 ii. : -
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Integrity Brokerage Services, Inc.

* Supplemental Schedules
For the Year Ended December 31, 2007
- Schedule 1: Revenue
Commissions 3 1,134,924
Rebates 33,520
Other fee income 174,994
Dividends 1,550
Royalties 29
Interest 4,944
® Total revenue $ 1,349,961
- Schedule 2: General and administrative expenses
Commissions $ 713,571
Utilities and telephone 8,243
Office expenses 4,373
Bank charges 229
Insurance 1,110
Marketing 275
Officer salary 182,236
Payroll taxes 12,486
Pension expense 5,467
Professional education 1,300
Clearing charges 195,851
Professional fees 10,155
Registration fees 11,6891
® Soft dollar costs 113,720
Research 213
Depreciation 3,294
Travel, meals and entertainment 2,462
Taxes and licenses 104
Total general and administrative expenses $ 1,266,780
¢ The accompanying notes are an integral part of these financial statements.
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Integrity Brokerage Services, Inc.
Supplemental Schedules
December 31, 2007

Schedule 3; Computation of Net Capital

Total stockholders' equity $ 230,112
Deduct stckholders’ equity not allowable

for net capital
Totat stockholders' equity qualified

for net cpaital 230,112

Nonallowable assets
Furniture, computers & office construction, at cost,

net of accumulated depreciation 36,289

Prepaid insurance 876

Total nonallowable assets . 7,165

Net capital before haircuts on securities positions 1€2,947

Haircuts on securities ‘
Penson Clearing Deposit- 1,060

Money market account 5

Investment account cash 16

Investment account stock . 3,903

' 4,984

Net capital $ 187,963

Aggregate indebtedness 5 186,519

Computation of basic net capital requirement

Minimum net capital required o 12,435

Minimum dollar net capital requirement ‘ 50,000

Net capital requirement $ £0,000

Excess net capital 3 157,963

Excess net capital at 1,000 percent $ 169,311
Ratio: Aggregate indebtedness to net capital ' 0.991t01

Reconciliation with company's computation”
{included in Part il of For X-17A-5
as of December 31, 2006
Net capital, as reported in Company's Part |l
{unaudited) FOCUS report $ 187,963

Net capital per above , 3 187 963

Statement Pursuant to SEC Rule 17a-5(d)(4)
At December 31, 2007, no material differences exist between the Computation of‘Net Capital
under Rule 15¢3-1 and the corresonding unaudited Part 11A filing of Integrily Brokerage Services,

The acéompanying notes are an integral part of these financial staiements.
S-2
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President
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In planning and performing our audit of the financial statements and supplemental schedules of
Integrity Brokerage Services, Inc. (the Company) for the year ended December 31, 2007, in
accordance with auditing standards generally accepted in the United States of AAmerica, we
considered the Company’s internal control over financial reporting 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 Commissian (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 includi:d 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 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
Campany in any of the following:
1. Making quarterly securities examinations, counts, verifications, and cornparisons and
. recordation of differences required by rule 17a-13
2. Complying with the requirements for prompt payment for securities unc er Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federzl Reserve System
3. Obtaining and maintaining physical possession or contro! of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internai control
and the practices and procedures referred to in the preceding paragraph. In ful‘illing this
responsibility, estimates and judgments by management are required to assess the expected
benefits and retated costs of controls and of the practices and procedures refetred 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 absciute
assurance that assets for which the Company has responsibility are safeguardzd against loss
from unauthorized use or disposition and that transactions are executed in accardance with
management's authorization and recorded properly to permit the preparation o' 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.

Because of inherent limitations in internal control or the practices and procedutes 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 deteriorete.

A control deficiency exists when the design or operation of a control does not zllow 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 deficienc'/, 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 generaily accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the entity’s firancial 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 a more than remote likelihood that a material misstatement of the fina cial 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. We did not identify any deficiencies in internal control and control activities
for safeguarding securities that we consider to be material weaknesses, as defiied 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, aind 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, 've believe that the
Company's practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, 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 inteided to be and
should not be used by anyone cther than these specified parties.

blic Accountant
California
March 8, 2008
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