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OATH OF AFFIRMATION

e, Kristie P. Paskvan and James C. Tyree , swear (or affirm) that, to the
est of our knowledge and belief the accompanying financial statement and supplemental schedules pertaining to the firm of
Mesirow Financial, Inc. , , as of
March 31 2008 , are true and correct. We further swear {(or affirm) that neither the company

or any partner, proprietor, principal officer or director has any proprietary interest in any account classified solely as that of
customer, except as follows:

Accounts of Officers, Directors & employees are included in receivable from and payable to customers,

since they are subject to the same terms and regulations and, in the aggregate, are nat significant.

v Sigrfature S Signature
ames C.Tyree-Chairman & Chief Executive Officer Kristie P. Paskvan-Chief Financial Officer
W Tile r OFFICIAL SEAL Title
/\AZA/VW CAROL HERMAN
Notary Public Notary Public - State of lllinois
My Commission Expires Oct 04, 2010

is report** contains {check all applicable boxes):
(a) Independent Auditors' Report.
(b}  Facing page.
(c) Statement of Financial Condition.
(d) Statement of Operations.
(e} Statement of Cash Flows.
(f)  Statement of Changes in Stockholders' Equity.
(9) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(h)  Notes to Financial Statements.
(i)  Computation of Net Capital Pursuant to Rule 15¢3-1.
)] Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(k) Computation for Determination of PAIB Reserve Requirements Pursuant to Rule 15¢3-3.
)] Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

{m) 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
(n) consolidation.

{0)  An Oath or Affirmation.
{(p) A copy of the SIPC Supptemental Report.

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

- Bound separately '

For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

1. Filed with the appropriate regulatory Bodies.
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Deloitte & Touche LLP
111 5. Wacker Drive
Chicago, IL 60606
USA,

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
Mesirow Financial, Inc.
Chicago, Illinois

We have audited the accompanying statement of financial condition of Mesirow Financial, Inc. (the
"Company") as of March 31, 2008, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company's management. Our
responsibility is to express an opinion on this financial statement 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 statement is free of material misstatement. An audit includes constderation 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 control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement, 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, such statement of financial condition presents fairly, in all material respects, the financial
position of Mesirow Financial, Inc. at March 31, 2008, in conformity with accounting principles generally
accepted tn the United States of America.

Dhbitts 2 Tasele Up

May 22, 2008

Member of
Deloitte Touche Tohmatsu




MESIROW FINANCIAL, INC.
Statement of Financial Condition
As of March 31, 2008

Assets

Cash
Cash segregated in compliance with federal and other regulations
Receivables from:
Brokers, dealers and clearing organizations
Customers
Other
Deposits with clearing organizations
Securities owned, at fair value
Other assets

Total assets

Liabilities and Stockholders’ Equity
Liabilities:

Bank loans and overdrafts
Payables to:
Brokers, dealers and clearing organizations
Customers
Securities sold, not yet purchased, at fair value
Accounts payable and accrued expenses

Tota! liabilities
Stockholders' equity:

Common stock, 1,000 Class A voting common shares and
1,000 Class B non-voting common shares each $1.00 par value;
500 Class A voting shares issued and outstanding

Additional paid-in capital

Retained eamings
Total stockholders' equity

Tota! liabilities and stockholders' equity

4,391,000
53,500,000

59,268,000
86,341,000
3,555,000
8,611,000
121,053,000
1,171,000

337,890,000

64,700,000

20,098,000
137,845,000
39,061,000
18,562,000

280,264,000

500
22,426,500
35,199,000

57,626,000

337,890,000

The accompanying notes are an integral part of this statement of financial condition



MESIROW FINANCIAL, INC,
Notes to Statement of Financial Condition
As of March 31, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies that have been followed in preparing the
accompanying Statement of Financial Condition is set forth below.

Nature of Business

Mesirow Financial, inc. {the "Company") is a registered securities broker!dealer providing services to
closely held and mid-sized public and private businesses, select instilutions and correspondent
broker/dealers. The Company is 80% owned by Mesirow Financial Holdings, Inc. ("MFH") and 20%
owned by Mesirow Financial Services, Inc. (“MFS"}, a wholly-owned subsidiary of MFH.

Securities Transactions

Proprietary transactions are refiected in the Statement of Financial Condition on a trade date basis.
Customer transactions are recorded on 2 seftlement date basis. Securities owned and securities
sold, not yet purchased are caried at fair value. Fair value is generally based on quoted market
prices. If quoted market prices are not available, fair value is determined based on other relevant
factors, including dealer price quotations or price activity for equivatent instruments.

Securities borrowed and securilies loaned are recorded at the amount of cash collatera! advanced or
received and are included in receivables from and payables to brokers, dealers and clearing
organizations in the statement of financial condition. Securities borrowed transactions require the
Company to provide the counterparty with collateral in the form of ‘cash or other securities. The
Company receives collateral in the form of cash or other securities for securities loaned transactions.

Income Taxes

1
The Company is a member of a consolidated group for federa!l and state income tax purposes. A tax-
sharing agreement between the Company and MFH provides for federal and state income 1axes to be
determined on a separate company basis. The Company's net deferred income tax asset relates
primanly to deferred compensation and is inctuded in payable to afflliates as such asset is settied with
MFH concurrent with current tax liabilities.

Management Estimates

The preparation of the Statement of Financial Condition 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, fiabilties and disclosures of contingent
assets and liabilities at the date of the Statement of Financial Condltlon The most significant
estimates relate 1o securities owned and securities sold, not yet purchased Actual results could differ
from those estimates.

New Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board ("FASB7) issued Interpretation No. 48,
Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109 {FIN
48M). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes.
This Interpretation also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure, and transition. On February 1, 2008, FASB staff position
{“FSP") FIN 48-2 was issued defeming implementation of FIN 48 for non-public companies to fiscal
years beginning after December 15, 2007 or April 1, 2008, for the Company. The Company is
currently evaluating the impact this standard will have on its Statement of Financial Condition.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, ("SFAS 1577,
SFAS 157 defines fair value, establishes a framework for measuring fair value in generally
aocepled accounting principles and expands disclosures about fair value measurements. SFAS
157 is effective for the Gompany's financial assets and liabilities on,April 1, 2008. The FASB has
proposed a deferral of the provisions of SFAS 157 relating to nonfinancial assets and liabilities that
would delay implementation by the Company until April 1, 2009. The Company is currently
svaluating the impact this standard will have on its Statement of Financial Condition.




MESIROW FINANCIAL, INC,
Notes to Statement of Financial Condition {Continued)
As of March 31, 2008

In February 2007, the FASB issued SFAS No. 1589, The Fair Value Option for Financial Assets and
Finangial Liabilities-including an amendment of FASB Statement No. 115, (*SFAS 158"). 8FAS
159 permits companies to measure many financial instruments and certain other items at fair
value. SFAS 159 is effective for the Company on April 1, 2008. The Company did not elect the
fair value option for any of its existing financial statements on the effective date and has not
determinad whether or not it will elect this option for any eligible ﬁnaincial instruments it acquires in
the future.

in December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(8FAS 141R). SFAS 141R broadens the guidance of SFAS 141, extending its applicability to all
transactions and other events in which one enlity obtains control over one or more other
businesses. it broadens the fair value measurement and recognition of assets acquired, liabilities
assumed, and interests transferred as a resuit of business combinations. SFAS 141R expands on
required disclosures to improve the statement users’ abilities to evaluate the nature and financial
effects of business combinations. SFAS 141R is effective for the Company on April 1, 2009, The
Company is currently evaluating the impact this standard will have on its Statement of Financial
Condition.

in December 2007, the FASB issued SFAS No. 160, Non-controfiing Interests in Consofidated
Financial Statements, which amends Accounting Research Bulletin No 51, Consolidated Financial
Statements, to establish new standards that will govern the account:ng for and reporting of non-
confrolling interests in partially owned consolidated subsidiaries and the loss of control of
subsidiaries. Also, SFAS No. 160 requires that: (1) non-controfling linterest, previously referred to
as minority interest, be reported as part of equily in the conso!:dated financial statements; (2}
losses be allocated to the non-controlling interest even when such allocation mlght result in a
deficit balance, reducing the losses attributed to the controlling interest; (3) changes in ownership
interests be treated as equity transactions if control is maintained; and, (4) upon a loss of control,
any gain or loss on the interest soid be recognized in eamings. SFAS No. 160 is effective on a
prospective basis for all fiscal years, and interim periods within those fiscal years, beginning on or
after December 15, 2008, except for the presentation and disclosure requirements, which will be
applied retrospectively. The Company is currently evaluating the impact this standard will have on
its Statement of Financial Condition. '

in March 2008, the FASB issued SFAS No. 161, Disclosures about Derivalive Instruments and
Hedging Activities. The standard is intended to improve financial reporting about derivative
instruments and hedging activities by requiring enhanced disclosures to enable investors to better
understand their effects on an entity’s financial position, financial performance and cash flows.
SFAS No. 161 is effective for the Company on April 1, 2009. The Company is currently evaluating
the impact this standard will have on its Statement of Financial Condition.

NOTE 2 - SECURITIES OWNED AND SECURITIES SOLD, NOT YET PURCH?\SED

At March 31, 2008, securities owned and securities sold, not yet purch{ased consist of the foilowing:

Securities Securities Sold,

|_Owned Not Yet Purchased

|
Equities $ 12,947,000 $ 3,590,000
Obligations of U.S. government ' 176,000 9,965,000
Corporate bonds 71,537,000 2,036,000
Municipal bonds 9,706,000 95,000
Coliateralized mortgage obligations 25,828,000 -
Mortgage-backed to-be-announced securities 191,000 23,373,000
Other 568,000 2,000

$ 121,053,000 $  39,061.000




MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)
As of March 31, 2008

NOTE 3 - RECEIVABLE FROM AND PAYABLE TO BROKERS, DEALERS AND CLEARING

ORGANIZATIONS

At March 31, 2008 amounts receivable from and payable to brokers, dealers and clearing
organizations include:

Deposits paid for securities borrowed $ 14,665,000
Securities failed to deliver 6,009,000
Amounts receivable from clearing
organizations for settled securities 32,057,000
Amounts receivable from correspondent -broker/dealers 6,537,000
Total receivables $ 59,268,000
|
Securities failed to receive 3, 8,607,000
Amounts payable to clearing organizations
for settled securities , 1,105,000
Amounts held as margin and escrow deposits
for correspondent broker/dealers 6,077,000
Amounts payable for unsettled trades 2,414,000
Commissions payable to comespondent-broker/dealers 1,893,000
Total payables $ 20,096,000

NOTE 4 - BANK LOANS AND OVERDRAFTS

Bank loans and overdrafts include demand notes, which bear interest at fluctuating rates based upon
the broker call rate (4.00% at March 31, 2008), and overdrafts. Demand notes outstanding as of
March 31, 2008, of $64,700,000 are collateralized by securilies owned of approximately
$108.580,000. In pledging firm securities, the Company has not surrendered control. As of March 31,
2008, the Company has unused secured and unsecured lines of credit with various banks totaling
approximately $290,300,000. '

On May 21, 2008, the Company entered into an additional bank loan agreement with an avaitable line
of credit totaling $60,000,000. Advances on the demand note will be secured by securities owned
and a guaranty by MFH.

NOTE 5 - CONTINGENCIES

In the normal course of business activities, the Company has been named as a defendant in various
legal actions, including actions against underwriling groups of which'the Company was a syndicate
member. In view of the inherent difficulty of predicting the outcome of litigation and other claims, the
Company cannot state with certainty the outcome of pending litigation or other claims. In the opinion
of management, based on consultation with legal counsel, these actions will not result in any material
adverse effect on the financial position of the Company.

In the normal course of business activities, the Company is subject to regulatory examinations or
other inquires. These matters could resutlt in censures, fines or other sanctions. Management believes
the outcome of any resulting actions will not be material to the Company's financial condition.
However, the Company is unable to predict the outcome of these matters.

As of March 31, 2008, the Company is contingently liable for & letter of credit amounting to
$16,000,000 to satisfy clearing organization requirements. The letter,of credit expires on September
1, 2008, is renewable annually, and is collateralized by customer owned margin securities of
approximately $23.802,000. '

The Company, as a member of securities clearinghouses, provides guarantees that meet the
accounting definition of a guarantee under Financial Accounting Standards Board Interpretation No.
45, “Guarantor's Accounting and Disclosure Requirement, for Guarantees, Including Indirect
Guarantees of Indebtedness of Others.” Under the standard membership agreements, members are
required to guarantee the performance of members who become unable to satisfy their obligations.

5



MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued}
As of March 31, 2008

The Company’s liability under these agreements could exceed the amounts it has posted as
collateral. However, since the event is remote and not quantifiable, no contingent liability is caried on
the Statement of Financial Condition.

NOTE 6 - EMPLOYEE BENEFIT PLANS

The Company participates in a 401(k) savings plan of an affiliate (the "Flan™) which covers all eligible
employees, as defined in the Plan. Contributions to the Plan by employees are voluntary and will be
matched by the Company at a rate of fifty percent of the first four percent of compensation up to a
maximum of $3,000.

The Company has a nonqualified deferred compensation plan for certain employees which allows
voluntary employee contributions and requires employer contibutions if individual participant
production exceeds prescribed levels.

NOTE 7 - RELATED PARTY TRANSACTIONS
The Company provides clearing and execution services to affiliates. The Company also pays MFH for
management services in accordance with formal agreements. '

The Company uses office faciliies that are leased by MFS and furniture, equipment and leasehold
improvements owned by MFH.

General and administrative costs {principally compensation expense} were allocated by an affiliate
based on the number of employees and actual usage.

Included in other assets and accounts payable ang accrued expenses at March 31, 2008 are
$169,000 and $1,648,000. respectively, relating to the intercompany transactions described above.

From time to time, the Company pays dividends to Mesirow Financial Holdings, Inc. Such dividends
require regulatory approval and may be limited by the Company's: net capital at the time of the
dividend.

NOTE 8 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CONCENTRATION OF
CREDIT RISK

In the normal course of business, the Company enters into transactions in financial instruments with
varying degrees of off-balance-sheet risk. These financial instruments include oplions, exchange
traded financial futures contracts, and mortgage-backed to-be-announced securities (TBAs). The
trading of these financial instruments is conducted with other registered broker/dealers located in the
United States. These financial instruments involve elements of off-balance sheet market risk in
excess of the amounts recognized in the Statement of Financial Condition. Market risk is the potential
change in value of the financial instrument caused by unfavorable changes in interest rates or the
market values of the securities underlying the instruments. The Company monitors its exposure to
market risk through a variety of control procedures, including daily review of trading positions.

The Company seeks to control the risks associated with its customers’ activities by requiring
customers to maintain margin collateral in compliance with various regulatory angd intemal guidelines.
The Company monitors required margin levels and, pursuant to such guidelines, may require
customers to deposit additional cash or collateral, or fo reduce positjons, when deemed necessary,
The Company also establishes credit limits for customers engaged in futures activities and monitors
credit compliance. Additionally, with respect to the Company's correspondent clearing activities,
introducing comrespondent firms generally guarantee the contractual} obligations of their customers.
Further, the Company seeks lo reduce credit risk by entering into netling agreements with customers,
which permit receivables and payables with such customers to be offset in the event of a customer
default.

Futures and TBAs provide for the delayed delivery of the underlying instrument. Futures contracts are
executed on an exchange and cash settlement is made on a daily basis for markel movements.




MESIROW FINANCIAL, INC,
Notes to Staternent of Financial Condition {Continued)
As of March 31, 2008

Accordingly, futures contracts generally do not have credit risk. The credit risk for TBAs is limited to
the unrealized market valuation gains recorded in the Statement of Fin‘ancial Condition.

The Company may hedge a portion of its fixed income trading mventones with options, exchange
traded financial futures contracts, and morigage-backed to—be—announoed securities. The contractual
amount of these instruments reflects the extent of the Company's involvernent in the related financial
instrument and does not represent the risk of loss due to counterparty nonperformance. The extent of
utilization of these derivative financial instruments is insignificant to the Company's financial condition
and results of operations. The Company had no commitments to sell securities in conneclion with
exchange traded financial fulures contracts at March 31, 2008. !

The Company may be exposed to off-balance sheet risk from the potent:al inability of customers or
other counterparties to meet the terms of their contracts in connect:on with the clearance and
settlement of securities and securities lending transactions. With, respect fo these activities the
Company may be cobligated to purchase the idenlical securities in the open market at prevailing prices
in the event of non-performance by the customer or counterparty. At March 31, 2008, the market
vaiue of securities failed to receive approximated the amounis owed in the Statement of Financial
Condition.

Securities sold, not yet purchased represent obligations of the Company to deliver specified securities
at the contracted price, and thereby create a liability to purchase the securities in the market at
prevailing prices. These transactions may result in off-balance sheet risk as the Company's ultimate
liability to safisfy its obligation for securities sold, not yet purchased may exceed the amount
recognized in the Statement of Financial Candition.
b

The Company's securities transactions include securities purchased under agreements to resell and
securities borrowing arrangements which are generally collateralized by cash or securities and are
executed with other broker/dealers, In the event counterparties to {ransactions do not fulfill their
obligations, the Company could be exposed fo credit risk to the extent such obligations are not
collateralized.

in the nomal course of business, the Company may deliver secuntles as collateral in support of
various collateralized financing sources such as bank loans, securities loaned and securities sold
under agreements to repurchase. In the event the counterparty is unable to meet its contractual
obligation to retum securities delivered as collateral, and the Company is obligated to replace or
deliver such securities, the Company may incur a loss up to the amount by which the market value of
those securities exceeds the value of the loan or other coliateral received or in the possession or
control of the Company.

As of March 31, 2008, margin securifies of approximately $132,856,000 were available to the
Company to ulilize as collateral on various bomowings or for other, purposes. The Company had
repledged approximately $23,802,000 of that collateral as of March 31’ 2008.

To minimize the potential impact of counterparty nonperformance and market exposure in connection
with its transactions in financial instruments, the Company mon:tors the credit standing of each
counterparty with whom it does business. [t also marks-to-market all customer and proprietary
positions on a daily basis and monitors margin colfateral levels for compliance with regulatory and
intemal guidelines, requesting and oblaining additional cash rnargin or other collateral when deemed
appropriate.

NOTE 9 - REGULATORY REQUIREMENTS

The Company, as a registered broker-dealer, is subject to the Securies and Exchange
Commission's Uniform Net Capital Rule. Under this rule, the Company has elected to operate under
the "altemative method", whereby the Company is required to ma:ntaln “net capital” of $1,500,000 or
two percent of "aggregate debit items", whichever is greater, as these terms are defined. At March
31, 2008, the Company has net capital and a net capital requirement of approximately $33,744,000
and $2,029,000, respectively.




MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)
As of March 31, 2008

The Company, as a clearing broker, is subject to Rule 15c3-3 of the Securities and Exchange
Commission which requires segregation of funds in a special reserve account for the benefit of
customers (Rule 15¢3-3) and to a Securities and Exchange Commission no-action letier dated
November 3, 1998 which requires a reserve for the proprietary accounts of infroducing brokers
(PAIB). At March 31, 2008, the Company has segregated cash of $52,500,000 under Rule 15¢3-3
and has segregated cash of $1,000,000 under PAIB. On April 2, 2008, an additional deposit of
$12,500,000 was made to satisfy the March 31, 2008 Rule 15c3-3 deposit requirement of
$60,910,000 an additional deposit of $1,000,000 was made lo salisfy the March 31, 2008 PAIB
deposit requirement of $1,002,000.

NOTE 10 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company believes that the carrying amount of its financial instruments is a reasonable estimate
of fair value. As a registered broker/dealer, securilies owned and securties sold, but not yet
purchased are recorded at fair value using market quotations from various sources, including major
securities exchanges and dealers. The fair value of all other financial instruments reflected in the
Statement of Financial Condition (consisting primarily of receivables from and payables to
broker/dealers, clearing organizations and customers, securities purchased under agreements to
reseli, securities sold under agreements to repurchase as well as bank loans) approximates the
canying vatue due to the short-term nature of the financial instruments and repricing policies followed
by the Company. ‘
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May 22, 2008

Mesirow Financial, Inc.
350 North Clark Street
Chicago, 1llinois

In planning and performing our audit of the financial statements of Mesirow Financial, Inc. (the
"Company") for the year ended March 31, 2008 (on which we issued;our report dated May 22, 2008), in
accordance with auditing standards generally accepted in the United States of America, we considered the
Company’s intemal 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 (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 practices
and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the following: (1)
making the periodic computations of aggregate debits and net capital, under Rule 17a-3(a)(11) and the
reserve required by Rule 15¢3-3(e) (including the practices and procedures followed by the Company in
making the periodic computations for proprietary accounts of introducing brokers (PAIB)); (2) making
the quarterly securities examinations, counts, verifications, and comparisons, and the recordation of
differences required by Rule 17a-13; (3) 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 (4) obtaining and maintaining physical possession or control 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 andmaintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit 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.

Because of inherent limitations in interna! 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.

Member of
Deloitte Touche Tohmatsu



A control deficiency exists when the design or operation of a control, does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data 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 likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities 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 believe that the Company's practices and procedures, as
described in the second paragraph of this report, were adequate at March 31, 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, Financial Industry Regulatory Authority, Inc. and other regulatory agencies that rely on Rule 17a-
5(g) under the Securities Exchange Act of 1934 in their regulation of registered broker-dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

Yours truly,

Vo0ulth: < Touehia LLp

END




