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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: EQUITY SERVICES. INC, OFFICIAL USE ONLY
ADDRESS OF PRINCIPAL PLACE QF BUSINESS: (Do not use P.O. Box No.) FIRM LD. NO,
ONE NATIONAL LIFE DRIVE
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NAME AND TELEPHONE NUMBER OF PERSCON TO CONTACT IN REGARD TO THIS REPORT
DONALD MESSIER 802-229-7534

{Arca Code - Telephons Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report®

PRICEWATERHOUSECOOPERS, LLP

(Name - if individual, staie lust, first, middle name)
NATIONAL LIFE BUILDING, 4TH FLOOR

ONE NATIONAL LIFE DRIVE MONTPELIER VERMONT 05604
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OATH OR AFFIRMATION

I DONALD MESSIER , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
EQUITY SERVICES, INC. . B8

of DECEMBER 31 , 2007 , are true and correct. [ further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary intercst in any account
classified solely as that of a customer, except as follows:

g_—ﬂd&ﬂ“{?ﬂw—:—;

Signature

VICE PRESIDENT - FINANCE

sgtbones

: thary Public
This report ontains (check all applicable boxes):

(8) Facing Page.

(b) Statement of Financial Condition.

(¢) Statemeni of Income (Loss).

{d) Statement of Changes in Financial Condilion.

(c) Statement of Chonges in Stockholders’ Equity or Partners' or Sole Proprictors’ Capital,
(f) -Statement of Changes in Liabilities Subordinated to Claims of Creditors.

X
=X
X
=
O
g (g) Computation of Net Capital.
g
a
O
[V
O
X

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

{i} Information Relating 1o the Posscssion or Countrol Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate cxplanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Detcrmination 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
consolidalion,

(D An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n} A reportdescribing any materia inadequacics found to exist or found to have existed since the daic of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).
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PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopors LLP
185 Asytum Street, Suite 2400
Hartford, CT 06103-3404
Telephone (860) 241 7000
Facsimile (860) 241 7530

Report of Independent Auditors

To the Board of Directors
And Stockholder of Equity Services, Inc.:

In our opinion, the accompanying statements of financial condition and the related statements
of operations, of changes in stockholder's equity, and of cash flows that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934 present fairly, in all material
respects, the financial position of Equity Services, Inc. (the Company) at December 31, 2007
and December 31, 2006, and the results of its operations and its cash flows for the years then
ended in conformily with accounting principles generally accepled in the United States of
America. These financial statements are the responsibility of the Company’s management.
Our responsibility 1s to express an opinion on these financial statements based on our audits.
We conducted our audits of these stalements in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perforra
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, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

Our Audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedule I (Computation of Net
Capital Under Rule 15¢3-1 of the Securities and Exchange Commission at December 31,
2007) is presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by Rulel7a-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.

D ctrartifomea Comprne P

February 8, 2008
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Equity Services, Inc.

{A wholly-owned subsidlary of NLV Financial Corporation)
Statements of Financial Condition

December 31, 2007 and 2006

2007 2006
Asscts
Cash and cash equivalents $ 5501864 § 7975088
Incame taxes recoverable from Parent - 221,804
Investment advisor lees receivable 3,003,019 2,200,753
Other receivables 582,643 460,223
Fumniture and equipment, net of depreciation 820,47 166,096
Prepaid expenses and other assels 2931988 401,823
Deferred tax asset - 563,500
Tota) assets _ $ 10,201,985 § 11,989,287
" Liabilities :
Commissions payable $ 3,006,528 § 2,219,325
Income taxes payable to Parent 219,344 -
Accounts payable and accrued expenses 1,466,582 4,773,014
Total liabilities 4,692,454 6,992,339
Stockbolder's Equity
Common stock, $1 par value - 1,000,000 shares authorized; 197,008
shares issued and outstanding 197,008 197,008
Additional paid-in capital 17,902,358 17,902,358
Accumulated deficit (12,589,835) (13,102,418)
Total stockholder's equity 5,509,531 4,996,948
Total liabilities and stockholder's equity $ 10,201,985 $ 11,989,287

The accompanying notes are an integral part of these financial statements,
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Equity Services, Inc. :

{A wholly-owned subsidiary of NLV Financ¢jal Corporation)

Statements of Operations and Changes in Stockholder's Equity
Years Ended December 31, 2007 and 2006 '

2007 2006
Revenucs
Commissions $ 38,122,757 § 33,621,632
Investment advisor fees 13,645,702 12,289,634
Investment income . 310,659 191,323
Marketing support 3,155,963 1,847279
Total revenues . 55,235,081 47,949 868
QOperating expenses
Commissions 31,987,105 28,950,869
Investment advisor 12,059,578 10,785,325
Salaries 2,302,636 1,945,755
Intercompany and marketing support charges 3,148,960 3,617,365
Clearing agent lces ' 2,442,660 1,541,896
Other ' 2,230,999 3,900,976
Tolal operaling expenses 54,371,938 50,742,186
Income (loss) before incone taxes 863,143 {2,792,318)
Income tax expense (benefit) 350,560 (889,521)
Net income (loss) 512,583 (1,902,797)
Stockholder's equity, beginning of year ' 4,996,948 4,399,745
Capital Contribution From Parent - 2,500,000
Stockholder’s equily, end of year $ 5,509,531 § 4,996,948

The accompanying notes are an integral part of these financial stalements.
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Equity Services, Inc.

{A wholly-owned subsldlary of NLV Financlal Corporation})
Statements of Cash Flows

Years Ended December 31, 2007 and 2006

2007

2006

Casb flows from operating activities

Net income (loss) b3 512,583
Adjustments to reconcile net income (loss) to net cash provnded by

(used in) operating activities:

$ (1,902,797)

Depreciation 28,847 12,536
Deferred federal income tax provision 563,500 (517,981)
Changes in assets and liabilities:
Income taxes recoverable from Parent 221,804 (221,804)
Investment advisor fees receivable (802,266) (188,261)
Other receivables (122,420) 243,728
Prepaid expenses and other assets 107,835 (08,463)
Commissions payable ' 787,203 (729,992)
Income taxes payable to Parent 219,344 (185,413)
Accounts payable and accrued expenses (3,306,432) 3,840,059
Net cash provided by (used in) operating activities (1,790,002) 281,592
Cash flows from investing activities
Purcliase of furniture and equipment (683,222) (165,000)
Net cash used in investing activities (683,222) {165,000)
Cash flows fron financing activities
Contribution from Parent - 2,500,000
Net cash provided by financing activities . - 2,500,000
Net increase (decrease) in cash and cash equivalents (2,473,224 2,616,592
Cash and cush equivalents ’
Beginning of year 7,975,088 5,358,496
End of year : $ 5501804 $ 7975088

The accompanying notes are an integral part of these financial statements.
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-Equity Services, Inc.
{A wholly-owned subsidiary of NLV Financlal Corporation)
Notes to Financial Statements
December 31, 2007 and 2006

Organization and Operations

Equity Services, Inc. (the "Company"), is a broker-dealer and a wholly-owned subsidiary of NLV
Financial Corporation (“NLVF”), which in turn is a wholly-owned subsidiary of National Lifc
Holding Company ("NLHC"). NLHC and its subsidiaries, including the Company, are colleclively
known as the National Life Group, National Life lasurance Company (“NLIC"), a wholly-owned
subsidiary of NLVF, is the flagship company of the National Life Group.

Previously the Company was wholly-owned by NL Capital Management, Inc., 3 wholly-owned
subsidiary of NLVF. As part of a corporate restructuring, NLCAP's name was changed to Sentinel
Asset Management, Inc. (“SAMI") effective October 1, 2005. On December 1, 2005 SAMI
transferred its interest in the Company to NLVF.

The Company eams commissions from the sale of the Sentinel Group Funds, Inc. and from the sale
of other mutual funds, direct placement programs, unit jnvesiment trusts, indexed annuity
contracts, and variable insurance and annuily contracts.

The Company also does business as ESI Financial Advisors, an investment advisor, and its incone
and expenses are reported as part of the results of Equity Services, [nc. Certain states require
separate financial information for ESI Financial Advisors. For the years ended December 31, 2007
and 2006, £S1 Financial Advisors had revenues of $13,645,702 and $12,289,634, respectively, and
expenses of $12,059,578 and $10,785,325, respectively, included in these statements.

ES! Financial Advisors had assets under management of $1.468 billion and $1.322 billion at
December 31, 2007 and 2006, respeclively.

Significant Accounting Policics

Basis of Presentation
The accompanym;, financial statements are prepared in accordance with accounting prmclplcs
generally accepted in the United States of America.

Cash and Cash Equivalents
Cash and cash equivalents are comprised of funds on deposit and investments in the Sentinel U.S.
Treasury Money Market Fund,

Furniture and Equipment !
Depreciation is provided on the straight-line method based upon estimated useful lives of the assets
ranging principally from three to {ive years.

Reveaue aund Expense Recoguition

Customers' securily transactions and the related commission income and expenses are recorded on
a trade date basis. Service fees, investment advisor fees and custodial fees are recognized a3
revenue when earmed.

(



Equity Services, Inc.

(A wholly-owned subslidiary of NLV Financial Corporation)
Notes to Financial Statements

December 31, 2007 and 2006

Income Taxes

The Company participates in the consolidated federal income tax retum of NLHC. In accordance
wilh the Company's lax sharing agrecnent with NLHC, the amount of income tax as determined on
a consolidated return basis is allocated to each company based on ils share of the total liability
computed as if each company was filing a separate return. The Company settles its income tax
tiability with NLHC quarterly or is reimbursed by NLHC for any net operating loss carry forwards
and tax credits utilized by the consolidated group. Accordingly, management belicves it is more
likely than not that the Company will realize the bencfit of deferred tox assets, if any. The
Company received from NLHC $655,838 and $35,697 for the ycars ended December 31, 2007 and
/20006, respectively. )

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepled in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilitics and disclosurc of contingent assets and
liabilities at the date of the financial statemeits and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

3. Net Capital and Reserve Information

The Company, as & regisiered broker-dealer, is subject to the provisions of Rule 15¢3-1 of the
Securities Exchange Act of 1934, as amended which requires minimum "net capital” of the greater
of $100,000 or 6 2/3% of “aggregate indebtedness” subject to a maximum allowable ratio of
"aggregate indebtedness” to "net capital” (as the terms are defined) of 15.0 to 1.0.

Aggregale indebtedness, net capital and the ratio of agpregate indebtedness to net capilal at
December 31, 2007, are as follows:

Aggregate indebtedness 5 4,692,454 i
Net capilal $ 3,855,564_
Ratio of agpregate indebtedness to net capital 122

The operalions of the Company do not normally include the physical handling of sccurities ar the
maintenance of open customer accounts. Such activitics are performed by the Company's clearing,
broker on a fully disclosed basis. Accordingly, the reserve provisions of Rule 15¢3-3 of the Act do
not apply under the exemptien allowed by paragraph (k)(2) of such rule.




Equity Services, Inc.

{A wholly-owned substdlary of NLV Financial Corperation)
Notes to Financial Statements

December 31, 2007 and 2006

Furniture aod Equipment

Furniture and equipment owned by the Company at December 31, 2007 and 2006 comprise:

2007 2006
Furniture and equipment $ 1,559,715 § 876,493
Accumulated depreciation (739,244) (710,397)
Net furniture and equipment $ 820471 § 166,096

Depreciation expense for the years ended December 31, 2007 and 2006 was 328,847 and $12,536,
respectively.

Income Taxes

The Company files income tax retums in the U.S. federal jurisdiction, and various states, The
Company's income (ax benefitfexpense includes federal income tax benefit and state income tax
expense of $289,688 and $76,748 for 2007, respectively, and federal and state income tax benefit
of $315,484 and $56,056 for 2006, respectively. Income taxes payable fo NLHC at December 31,
2007 was $219,344. Income taxes recoverable from NLHC at December 31, 2006 was $221,804.
Total federal taxes differ from amounts computed using the nominal federal income tax rate of 35%
primarily because of state taxes and nondeductible meals and enteniainment expenses. The
Company is no longer subject to U.S federal, state and local income tax examinations by tax
authorities for years prior to 2004.

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty
in Income Taxes"”, on January I, 2007, There were no unrecognized tax benefits recognized by the
company at January 1, 2007. A reconciliation of the beginning and ending amount of unrecognized
tax benefits is as follows:

2007
Balance, Beginning of Year p -
Additions for tax positions of prior years 125,000
Balance, End of Year $ 125,000

The Company recognizes interest and penaltics accrued related to unrecognized tax benefits in tax
expense. The Company does not anticipate reversal of any unrecognized tax benefits within the
next twelve months.

The net deferred tax asset recorded in the slalements of financial condition at December 31, 2006 is
related to the accrual of estimated market dilferences pertaining to the Securitics and Exchange
Comunission (*SEC”) inquiry. There are no deferred tax asscts or liabilities recorded at December
31, 2007. The deferred tax asset was $563,500 at December 31, 2006. The change in deferred tax
asset during 2007 and 2006 was $(563,500) and $517,981, respectively.




Equity Services, Inc.

{A wholly-owned subsidiary of NLV Financial Corporation)
Notes to Financial Statements

December 31, 2007 and 2006

6. Related Party Transactions

Commissions carned by the Company relating to sales of Seatinel Group Funds, Inc. (the "Funds”)
shares, sales of Life Insurance Company of the Southwest (“LSW"), a wholly-owned subsidiary of
NLIC, indexed annuity products, and variable annuity products sponsored by NLIC were
54,745,749 and 36,105,215 for the years ended December 31, 2007 and 2006, respectively. Other
receivables include $27,249 and $149,206 at December 31, 2007 and 2006, respectively, related to
these commissions and other miscellaneous revenues and expense reimbursements due from the
Funds.

‘The Company is the distributor of variable universal life and variable annuity products issued by
NLIC and indexed annuity products issucd by LSW. In connection with the distribulion of these
products, the Company pays 100% of the commissions received to its registered representatives.
NLIC pays for these commissions on behalf of the Company, and is reimbursed by the Company.
Commission revenue and expense associated with lhese products was $5,198,719 and $5,144,074
for the years ended December 31, 2007 and 2006, respectively. The company received revenue
sharing on the variable annuity and variable universal life products in the amount of §1,373,507
and §1,183,441 in 2007 and 2006, respectively, which is included in marketing support revenues.

Investment advisor fees eamed from American Guaranty and Trust Company, a (ormer afTiliale and

-subsidiary of NLVF, were $557,357 and $265,647 for the years ended December 31, 2007 and
2006, respectively. Other receivables include $141,730 and $57,150 at December 31, 2007 and
2006, respectively related to these advisor fees.

NLIC provides the Company with occupancy, administrative services and access to its distribution
network, The charges for these services are delermined by NLIC. Charges for costs allocated to
the Company for the years ended December 31, 2007 and 2006 were $581,019 and $1,892,874,
respectively, which are included in other expenses. The costs included in the agreement are for
employee, facilily and marketing expenses. Accounts payable and accrued expenses include
$719,589 and $2,505,007 at December 31, 2007 and 2006, respectively, for such allocated costs.
Also as a part of the expense sharing agreement the Company has with NLIC is a reimbursement
for a portion of such allocated costs by affiliated companies. Such reimbursements were $16,940
and $256,903 for the years ended December 31, 2007 and 2006, respectively, and were included in
other expenses. Qther reccivables include $21,409 at December 31, 2006, rclated to these
reimbursements. There was no receivable balance at December 31, 2007,

Effeclive May 23, 2005 thc Company and Sentinel Financial Services Company (“SFSC”), a
registered broker dealer, execuled an amendment to their Dealer Agreement with respect to the
Funds. SFSC agreed to pay additional fees for marketing support to the Company based on sales
and assets in exchange for the opporlunily to provide education and marketing support. Marketing
support income for the years ended December 31, 2007 and 2006 included $588,588 and $654,08€,
respectively, for these additional fees. Other receivables included $143,198 and $49,533 at
December 31, 2007 and 2006, respectively, for these fees, :

The Company's cash equivalents include $4,244,482 at December 31, 2006, of the Sentinel U.S.
Treasury Moncy Market Fund. The Company did not have any holdings: in the Sentinel U.S.
Treasury Money Market Fund at December 31, 2007.



Equity Services, Inc.

{A wholly-owned subsidiary of NLV Financia! Corporation)
Notes to Financial Statements

December 31, 2007 and 2006

T.

The Company has experienced losses: from operations for twenty-four of the past twenty-eight
years and has an accumulated deficit of $12,589,835 at December 31, 2007. The Company has
received sufficient equity contributions from its parent, NLVF, to enable it to meet its contractual
obligations as they become due. NLVF has committed to continue such ¢quity contributions as
necessary. [n 2006 NLVF contributed $2,500,000 to the Company for this purpose.

Regulatory Matlters

The Company clears all of its securities transactions through a clearing broker on a fully disclosed
basis. Pursuant to the terms of the agrcement between the Company and the clearing broker, the
clearing broker has the right to charge the Company for losses that result from a counterparty's
failure to fulfill its contractual obligations.

As the right to charge the Company has no maximum amount and applies to all trades executed
through the clearing broker, (he Company believes there is no maximum amount assignable o this
right. At December 31, 2007, the Company has recorded no liabilities with regard to the right.

In addition, the Company has the right to pursue collection or performance from the counterparties
who do not perform under their contractual obligations. The Company monitors the credit standing
ol the clearing broker and all counterparties with which it conducts business,

The Company previously received an inquiry from the SEC regarding the monitoring of investment
models in onc of the Company's advisory programs. The Company accrued §1.6 million at
December 31, 2006, as a potential expense for the eslimated market differences related to the
variance of certain advisory accounts’ investments mix from the originally assigned investment
modet. During 2007 the Company reimbursed the affected partics the calculated market
differences which approximated the December 31, 2006 accrual of $1.6 million.

During 2006, the Company received an inquiry from the Nalional Association of Sccurilics
Dealers, Inc. primarily related to the payment of non-cash compensation to registered
representatives. The Company reserved $350,000 as a potential expense related to the resolution of
this inquiry at December 31, 2006. The Company settled this issue during 2007 resulting in the
payment of 2 $350,000 penalty assessment.

Contingeucies

In the ordinary course of business, the nature of the Company's business subjects it to claims,
lawsuits, regulalory examinations and other proceedings. The results of these matters cannot be
predicted with certainty. There can be no assurance that these matters will not have a material
adverse effect on the Company's resulis of opcrations in any future period and a material judgment
could have a matcrial adverse impact on thc Company's {inancinl condition and results of
operations. However, it is the opinion of management, after consultation with legal counsel thai,
based on infornation currenity available, the ullimate outcome of these matters will not have a
material adverse impact on the business, {inancial condition or operating results of the Company.




Equity Services, Inc.

(A wholly-owned subsidiary of NLV Financial Corporation)

Schedule | — Supplementary Information

Computation of Net Capital Under Rule 15¢3-1 of the Securities and
Exchange Commission

December 31, 2007

Net capital
Total consolidated stockholder's equity $ 5,509,531
Deduct stockholder's equity not allowable for net capital .
Total stockholder's equity qualified for net capital 5,509,531
Deduct
Investment advisor fees receivable in excess of payable 300,302
Intercompany receivables 147,666
Furniture and equipment, net of accumulaled depreciation 820,471
Prepaid expenses and other assels _ 293,988
1,562,427
Net capita) before haircuts on securities position and other deductions 3,947,104
Haircut on cash cquivalents 91,540
Other deductions -
Net capital $ 3,855,564
Aggregate Indebtedness ’ i
Commissions payable $ 3,006,528
Income taxes payable to Parent 219,344
Accounts Payable- general 410,314
Accounis payable - trade 1,056,268
Total aggregale indebtedness $ 4,692,454
Computation of basic net capital requirement
Minimum net capital requirement (greater of $100,000 or 6 2/3%
of aggregate indebtedness of 54,692 454) -3 312,830
Excess net capital $ 3,542,734
Excess net capital at 1,000% $ 3,386,319
Ratio of aggregate indebtedness to net capital 1.22

There are no material differcnces between the amounts presented above and the amounts reported on the
Company's unaudited Focus Report as of December 31, 2007,

10




PRICEAATERHOUSE(COPERS

PricewataerhouseCoopers LLP
185 Asylum Street, Suito 2400
Hartford, CT 06103-3404
. Tetephone (860) 241 7000
To the Board of Directors Facsimile {850) 241 7590

and Stockholder of Equity Services, Inc:

In planning and performing our audit of the financial statements of Equity 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 172-5(g)(}) of the Securities and Exchange Commission (the “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

compliance with such praclices and procedures, that we considered relevant to the objectives

stated in Rule 17a-5(g), in making the following:

1. The periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11); and

2. 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
[ollowed by the Company in any of the following:

1. Making the quarterly securilies examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13; and

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 intemnal 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 expectled
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 financial
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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 inhcrent limitations in intenal 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.

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 limely 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 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 likelthood that a material misstatement of the financial statements
will not be prevented or detected by the entity's internal control.

Our consideration of intemal control was for the limited purpose described in the first, second,
and third 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 activilies 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 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 believe that the
Company’s practices and procedures 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, the Financial Industry Regulatory Authority, and other regulatory agencies that rely on
Rule !7a-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

patties.

W&P

February 8, 2008




