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OATH OR AFFIRMATION

I, D Q\de m. L‘GCQ uin , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Rbis ,Nones and (Naresca.  P.A. ,as
of Fehrindiry 2°[ ,20 0Q ?' , 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
ctassified solely as that of a customer, except as follows:
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Notary Public

This report ** contains (check all applicable boxes):
lé.ja) Facing Page.
b} Statement of Financial Condition.
(c) Statement of Income (Loss).
O (d) Statement of Changes in Financial Condition,
L} (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[0 (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.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () 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.
0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
B/(]) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.

0 (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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( RiBIS, JONES & MARESCA, PA. |

Cerntified Public Accountants Suite 200

Largo, Maryland 20774
(301) 636-6001

Independent Auditors’ Report Fax: (301) 638-6006

10500 Little Patuxent Parkway
Suite 770

Columbia, Maryland 21044
To the Members of (410) 884-0220

North Point Advisors LLC and (301) 596-5451
NPA Aviation LIC Fax: {301} 596-5471

W

We have audited the accompanying consolidated statement of financial condition of North Point
Advisors LLC and Subsidiary (collectively the “Company™) as of February 29, 2008 and the related
consolidated statements of operations, changes in members’ equity, and cash flows for the year then
ended. These consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated 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 misstatements. 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
opinion on the effectiveness of the Company’s internal contro] 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 consolidated financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial condition of North Point Advisors LLC and Subsidiary as of February 29,
2008, and the results of their operations, the changes in their members’ equity and their cash flows
for the year then ended in conformity with accounting 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 Schedules 1 through 3 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 anditing procedures applied in the audit of the basic financial statements
and, in our opinton, is fairly stated in all matenal respects in relation to the basic financial statements
taken as a whole.

/Q.L&\C&m  esazcar ?Ct

April 11, 2008

\ MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS




NORTH POINT ADVISORS, LLC
STATEMENT OF FINANCIAL CONDITION

FEBRUARY 29, 2008
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 1,800,210
Accrued interest and other receivables 39,374
Client reimbursable expenses 134,426
Prepaid expenses and deposits 66,026
Investments, at fair value 6,898,801
Total Current Assets 8,938,837
PROPERTY AND EQUIPMENT
Property and equipment, net 2,570,436
OTHER ASSETS
Certificate of deposit, restricted 36,868
TOTAL ASSETS $ 11,546,141
LIABILITIES AND MEMBERS' EQUITY
CURRENT LIABILITIES
Accounts payable and accrued expenses 3 239,185
Current portion of note payable 45,147
Total Current Liabilities 284,332
LONG-TERM LIABILITIES
Capital lease payable 2,160,000
Total Long-Term Liabilities 2,160,000
TOTAL LIABILITIES 2,444 332
MEMBERS' EQUITY
Members' equity 9,101,809

TOTAL LIABILITIES AND MEMBERS' EQUITY $ 11,546,141

See independent auditors' report and accompanying notes to the financial statements.
2-



NORTH POINT ADVISORS, LLC
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED FEBRUARY 29, 2008

REVENUE
Advisory fees $ 5,439,798
Plane charters 102,975
Other income 35,000
Investment income 282,499
Total Revenue 5,860,272
EXPENSES
Compensation 2,645,286
Benefits and taxes 227,912
Professional fees 1,154,279
Occupancy 214,726 .

Office expenses 172,550
Travel, entertainment and business development 822,267
Data and analytics 47,423
Insurance 22,755
Depreciation expense 665,661
Repairs and maintenance 110,309
Contributions 72,499
Aircraft expenses 822,500
Interest expense 3,732
Other expenses 7 37,205
Total Expenses 7,019,104
NET LOSS $ (1,158,832)

See independent auditors' report and accompanying notes to the financial statements.
-3
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NORTH POINT ADVISORS, LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED FEBRUARY 29, 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile change in net loss
to-net cash used for operating activities:
Depreciation and amortization expense
Changes in operating assets and liabilities:
Increase in accrued interest and other accounts receivable
Increase in client reimbursable expenses
Decrease in deposits
Decrease in prepaid expenses
Increase in accounts payable
Net Cash Used for Operating Activities

CASH FLOWS FROM INVESTING ACTRFVITIES
Purchases of property and equipment
Reinvested interest on certificate of deposit
Proceeds from sale of certificate of deposit
Proceeds from sale of investments
Purchases of investments
Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to managing member
Payments of note payable

Net Cash Used for Financing Activities
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL INFORMATION:
Interest paid

$

(1,158,832)

665,661

(39,374)
(92,902)
20,247
67,536
133,965

(403,699)

(14,742)
(3,586)
79,019

577,221

(3,184,350)

(2,546,438)

(3,300,000)
(8,364)

(3,308,364)

(6,258,501)

8,058,711

$

1,800,210

$

3,732

See independent auditors' report and accompanying notes to the financial statements.

-5.



NORTH POINT ADVISORS LLC AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 29, 2008

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

North Point Advisors LLC, a Delaware limited liability company (the “Company”™), was formed
on June 21, 2004 and operates under a Limited Liability Company Agreement (the “LLC
Agreement”). The company was formed to engage in investment banking, primarly as a
financial advisor in mergers and acquisitions transactions. Effective Apnl 19, 2005, the
Company registered as a broker-dealer with the Securities and Exchange Commission (“SEC”)
and became a member of the National Association of Securities Dealers, Inc. (“NASD”). The
managing member of the Company is North Point LLC, a Delaware limited liability company
(the “Managing Member’’). The Managing Member is responsible for managing the affairs of the

company.

NPA Aviation LLC, a Delaware limited liability company, was formed on January 12, 2007 and
operates under an agreement with North Point Advisors, LLC as the sole member. NPA
Aviation LLC was formed to own and operate an aircrafi.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of North Point Advisors LLC and
NPA Aviation LLC of which North Point Advisors is the sole member. All significant inter-
company balances and transactions have been eliminated in consolidation.

Basis of Accounting

These consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America using the accrual method of
accounting.

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

Cash and Cash Equivalents

The Company considers highly liquid investments with original maturities of three months or
less to be cash equivalents.



NORTH POINT ADVISORS LLC AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 29, 2008
(continued)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Certificate of Deposit

The Certificate of Deposit is restricted to serve as collateral for the Company’s letter of credit for
the lease agreement.

Financial Instruments

The carrying amount of the Company’s financial instruments, which include cash and cash
equivalents, investments, receivables, accounts payable, accrued liabilities, capital lease
obligation, and notes payable, approximated fair value at February 29, 2008.

Property and Equipment

Property and equipment are stated at cost. Expenditures which substantially increase an asset’s
useful life are capitalized. Minor replacements, enhancement, maintenance and repairs are
charged to expense as incurred. Depreciation is computed using the straight-line method over
the estimated useful lives of the assets as follows:

Computer equipment and software 3 years

Other equipment 5 years

Aircraft 5 years

Automobile 5 years

Fumiture _ 7 years

Leasehold improvements _ remaining lease term
Investments

Investments consist of fixed income municipal bonds which are recorded at fair value based on
quoted market prices. Investments also include non-publicly traded equity securities, limited
partnerships, and private equity funds which are recorded as fair value as determined annually by
the Company. The Company takes into account the financial condition, operating results, the
value of additional equity offerings of the issuers, and other factors pertinent to the valuation of
the investments, in order to determine the fair value. -

Revenue Recognition

Advisory fees represent fees earned for investment banking services provided to the Company’s
clients and are recorded upon the achievement of specific milestones, pursuant to the terms of
contractual arrangements.

-7-



NORTH POINT ADVISORS LLC AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 29, 2008
(continued)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Client Reimbursable Expenses

Client reimbursable expenses are out-of-pocket expenditures incurred by the Company, which
relate to investment banking services provided to clients which, pursuant to the terms of
contractual agreements, will be recouped from relevant clients.

Allowance for Doubtful Accounts

The provision for doubtful accounts for client reimbursable expenses is based on an assessment
of how many client contractual agreements will successfully close, based on a percentage of
outstanding contacts. AHl accounts receivable as of February 29, 2008 and are considered fully
collectible by management and no allowance has been recorded as of February 29, 2008.

Income Taxes

North Point Advisors LLC and NPA Aviation LLC are limited liability companies and are both
considered, for United States of America tax purposes, to be a disregarded pass through entity.
Taxable income or loss from the Company is included in the tax retum of the sole member of the
managing member of North Point Advisors LLC.

NOTE 3 — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule,
(“SEC Rule 15¢3-17), which requires the maintenance of minimum net capital and requires that
the ratio of aggregated indebtedness to net capital shall not exceed 8 to 1. At February 29, 2008,
the Company had net capital of $1,570,641 which was $1,554,695 in excess of its required net
capital of $15,946. The Company’s ratio of aggregate indebtedness to net capital as of February

29, 2008 is 15%.
NOTE 4 — CAPITAL ACCOUNTS

A capital account is maintained for each member. The account is increased by capital
contributions, allocable share of net profit and any item of income or gain, and decreased by
distributions, allocable share of net loss and any items of expense or loss. Allocation of profit
and losses and cash contributions and distributions are made in accordance with the LLC
Agreement of North Point Advisors LLC and the Operating Agreement of NPA Aviation LLC.

The LLC Agreement of North Point Advisors LLC also defines a calculation for tax distributions
to be provided to the members based on the highest marginat federal individual income tax rate
for federal and State of California income tax purposes for the calendar year. The amounts
available for tax distributions and distributions made are reported in the statement of members’

equity.
-8-



NORTH POINT ADVISORS LLC AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 29, 2008
(continued)

NOTE 5 - INVESTMENTS

Investments consisted of the following at February 29, 2008:

Cost Fair Value

Municipal bonds $ 2,260,313 $ 2,268,968
Equity securities 1,092,098 1,610,536
Limited liability companies 1,865,935 2,817,293
Private equity funds 177,004 177,004
$ 5,395,350 $.6,898,801

Pursuant to the signed agreements with various private equity funds, the Company has
committed to invest addittonal funding of approximately $2,073,000.

NOTE 7 — PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at February 29, 2008:

Airplane $ 2,955,403
Artwork 19,896
Computer equipment and software 92,286
Other equipment 79,321
Office furniture 140,392
Automobile 66,233
Leasehold improvements 45.982
3,399,513
Less accumulated depreciation (829.077)
Net property and equipment $ 2570436

Depreciation and amortization expense totaled $665,661 for the year ended February 29, 2008.

NOTE 7 - NOTE PAYABLE AND SUBSEQUENT EVENT

The Company has a note payable which is secured by an automobile. The balance of the loan for
$45,147 as of February 29, 2008 was fully paid as part of a trade in which occurred in March
2008. The new loan of $64,968 has an interest rate of 3.9% and monthly payments of $1,464 are
due until March 15, 2012. Principal maturities of the note are as follows for the years ending
February 28: $14,010 in 2009, $15,865 in 2010, $16,494 in 2011, $17,149 in 2012, and $1,450 in
2013. '



NORTH POINT ADVISORS LLC AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 29, 2008
(continued)

NOTE 8 - RELATED PARTY TRANSACTION

An amount of $1,000,000 paid to the sole member of the Managing Member has been included
in compensation expense.

NOTE 9 — 401(K) PLAN

The Company has a 401(K) plan that is available to all eligible employees who elect to
participate. The participants can make optional salary reduction contributions subject to the
limits and provisions of the Intemal Revenue Code. The Company did not make employer
contributions during the year ended February 29, 2008.

NOTE 10 - CAPITAL LEASE AGREEMENT

In January 2007, the Company subleased an aircraft under a capital lease that expires in January
11, 2010. The sublease agreement is subordinate to and subject to the terms and conditions under
the sublessor’s Aircraft Lease Financing agreement (“Financing Agreement”). Under the terms
of the sublease agreement, the Company assumes all operating costs of the airplane and is
required to purchase the airplane on or before the expiration of the lease period for the remaining
balance owned by the sublessor under the Financing Agreement, less $750,000. During the three
year sublease period, the Company is not making monthly payments to the sublessor, and the
sublessor retains all responsibility for making monthly payments pursuant to their Financing
Agreement. In addition, the aircraft remains collateral for the “Financing Agreement”. The
obligation under the capital lease has been recorded in the consolidated statement of financial
condition at the estimated present value of the lease obligation of $2,160,000.

NOTE 11 - OPERATING LEASE AGREEMENT

The Company leases office space under an amended operating lease which expires May 31,
2009. The future minimum annual year ending lease payments are as follows: $217,481 in 2009
and $54,681 in 2010. Rent expense for the year ended February 29, 2008, including the pro-rata
share of expenses, was $214,726.

NOTE 12 — RISKS AND UNCERTAINTIES

Cash and cash equivalents are in excess of federally insured limits by $1,700,210 as of February
29, 2008. :

The Company invests in non-publicly traded equity securitics. Because of the inherent
uncertainty of the fair valuation of these securities and the level of risk associated with certain
investment securities, it is at least reasonable possibly that changes in the values of the
investment securities will occur in the near term and such changes could materially affect
amount reported in the statement of financial condition.

-10-
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SCHEDULE 1
NORTH POINT ADVISORS, LL.C
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF FEBRUARY 29, 2008
Computation of net capital
Member's equity from statement of financial condition $ 9,101,809
Deductions
Non-allowable assets
Investments 4,629,833
Accrued interest and other receivables 39,374
Client reimbursable expenses, net 134,426
Property and equipment, net 2,570,436
Prepaid expenses and deposits 66,026
Certificate of deposit, restricted 36,868
Total non-allowable assets 7,476,963
Net capital before haircuts on securities 1,624,846
Less haircuts on other securities (54,205)
NET CAPITAL $ 1,570,641
Aggregate indebtedness $ 239,185
Computation of net capital requirements
Net capital requirement (6-2/3% of aggregate indebtedness) (A) § 15,946
Minimum dollar net capital requirement B) § 5,000
Net capital requirement (greater of (A) or (B)) 3 15,946
Excess net capital (net capital, less net capital requirement) $ 1,554,695
Excess net capital at 1,000% (net capital less 10% of aggregate
indebtedness) $ 1,546,722
Ratio: Aggregate indebtedness to net capital 15%

See Schedule 3 for the reconciliation of the Company's unandited FOCUS Report, prior to
amendment, as of February 29, 2008 to the audited consolidated statement of financial position.

The FOCUS report was subsequently amended.

-11-



SCHEDULE 2

NORTH POINT ADVISORS, LLC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS AND
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF FEBRUARY 29, 2008
The company claims exemption from Rule 15¢3-3 under subparagraph (k)(2)(11)

The company has complied with the exemptive provisions of SEC Rule 15-¢3-3.

-12-



Line

18b Notes payable, secured

[A}
(B)

[C]
D]

Assets

1 Cash

4 Securities and spot commeodities

10 Propetty, net
1} Other assets

12 Total assets

Liabilities

17 Accounts payable and

other liabilities

20 Total liabilities

Ownpership Equity
22 Members' equity

25 Total liabilities and members' equity_§

Explanations for audit adjustments:

SCHEDULE 3
NORTH POINT ADVISORS, LLC
RECONCILIATION OF UNAUDITED FOCUS REPORT
TO THE STATEMENT OF FINANCIAL POSITION
AS OF FEBRUARY 29, 2008
Unaudited Audited
FOCUS Report Adjustments Total Statement of
FORM X-17A-5 [A] [B} [C] D] Adjustments Financial Position
$ 4,069,179 §$(2,268,968) $ - 3 - 3 (1) $(2,268,969) $ 1,800,210
- 2,268,968 - - - 2,268,968 2,268,968
3,109,140 - (538704) - - (538,704) 2,570,436
4,100,902 (112,215) - 793,385 124,455 805,625 4,906,527
11,279,221 (112,215) (538,704) 793385 124,454 266,920 11,546,141
203,727 - - - 35,458 35,458 239,185
2,201,415 - - - 3,732 3,732 2,205,147
2,405,142 - - - 39,190 39,190 2,444,332
8,874,079 - (650,919) 793,385 85,264 227,730 9,101,809
11,279,221 § - 5(650,919) $793,385 $124454 § 266920 5 11546141

Reclass municipal securities to line 4 securities
Capitalize equipment totaling $14,742, record and adjust depreciation totaling $665,661, and reclassify leasehold improvements and auto
from other assets to property totaling $112,215

Record increase in estimated fair value of investments and unrealized appreciation of $793,385.

Record additional accounts payable of $35,458, adjust note payable by #3,732, record accrued interest receivable of $39,374 and reclass

Investment earmings.



SCHEDULE 3
(continued)
NORTH POINT ADVISORS, LLC
RECONCILIATION OF UNAUDITED FOCUS REPORT
TO THE STATEMENT OF FINANCIAL POSITION
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF FEBRUARY 29, 2008
UNAUDITED AMENDED
FOCUS REPORT AUDIT FOCUS REPORT
FORM X-17A-5 ADJUSTMENTS FORM X-17A-5
Computation of net capital
Member's equity from statement of financial condition $ 8874079 & 227,730 $ 5,101,809
Deductions
Non-allowable assets
Investments 3,906,350 723,483 [C} 4,629,833
Accrued interest and other receivables - 39374 [D] 39,374
Client reimbursable expenses, net ' 147,396 (12,970) [D] 134,426
Property and equipment, net 3,109,140 (538,704) [B]j 2,570,436
Prepaid expenses and deposits 47,156 18,870 [D] 66,026
Certificate of deposit, restricted - 36,868 [D] 36,868
Total non-allowable assets 7,210,042 266,921 7,476,963
Net capital before haircuts on securities 1,664,037 (39,191) 1,624,846
Less haircuts on other securities 77,550 (23,345) 54,205
Net capital 3 1,586,487 $ (15,846) ¥ 1,570,641
Aggregate indebtedness s 203,727  § 35,458 $ 239,185
Computation of net capital requirements
Net capital requirement (6-2/3% of aggregate indebtedness) (A) 3 13,581 3 2,364 $ 15,946
Minimum dollar net capital requirement (B) & 5,000 $ 5,000 b3 5,000
Net capital requirement (greater of (A) or (B)) 5 13,581 $ 5,000 b 15,946
Excess net capital (net capital, less net capital requirement) $ 1,572,906 $ (20,846) $ 1,554,695
Excess net capital at 1,000% (net capital less 10% of aggregate
indebtedness) b 1,566,114  § (19,392) $ 1,546,722
Ratio: Aggregate indebtedness to net capital 13% 15%
-14-



Report of Independent Accountants on Internal Control
Required By SEC Rule 17a-5

To the Members of
North Point Advisors LLC and
NPA Aviation LLC

In planning and performing our audit of the consolidated financial statements and supplemental
schedules of North Point Advisors LLC and subsidiary (the “Company”) for the year ended
February 29, 2008, we considered its internal controls, including internal control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on internal
control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”),
we have 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 SEC Rule 17a-5(g) in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under SEC Rule
17a-3(a)(11); and
3. Determining compliance with the exemptive provisions of SEC 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 the quarterly securities examinations, counts, venfications, and comparisons, and the
recordation of differences required by SEC 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; and

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
of securities of customers as required by SEC Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaming internal
controls and the practices and procedures referred to in the second paragraph of the report. In
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control and of the practices and procedures
referred to in the second paragraph, and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives.
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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 statements in accordance with generally accepted
accounting principles. SEC 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 procedures referred to
above, errors of fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that controls may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving intemnal control, including procedures for safeguarding securities, which 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 respect 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 February 29, 2008 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 SEC 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.
\. : 0
April 11, 2008
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