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OATH OR AFFIRMATION

[, Doug Glover. swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of Hampton Securities (USA) Inc. for the year
ended 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 interest in any account classified solely as
that of a customer, except as follows:

None,
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Independent Auditors’ Report

To the Board of Directors and Stockholder of
Harmpton Securities {USA) Inc.

We have audited the accompanying statement of financial condition of Hampton Securities (USA) Ine.
(the “Company ™) as of December 31. 2007 and the statements of operations. cash flows and changes in
stockholder’s equity for the vear then ended. that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934, These financial statements are the responsibiiity of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in Canada and in the
United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
consideration of internai 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 statements. assessing the accounting principles used and significant estimates made by
management. as well as evaluating the overall tinancial statement presentation. We believe that our audit

provides a reasonable basis for our opinion.

In our opinion. such financial statements present fairly. in ali material respects. the financial position of
the Company at December 31. 2007. and the results of its operations and its cash flows for the vear then
ended in conformity with accounting principles generally accepted in the United States of America,

Our audit was conducted for the purpose of torming an opinion on the basic financial statements taken as a
whole. The supplemenial schedules listed in the accompanying table of contents ((2) and (h)) are
presented for the purpose of additional analvsis and are not a required part of the basic financial
statements, but are supplementary information required by Rule 17a-5 under the Securities Exchange Act
ol 1934, These schedules are the responsibility of the Company s management. Such schedules have
been sublected to the auditing procedures applied in aur audit ot the basic tinancial statements and. in our
opinion. are fairly stated in all material respects when considered in relation 1o the basic financial
statements taken as a whole.

D“ZQ"‘G& X 7;0084. Lee

Toromo. Canada
February 21, 2008

Member of
Deloitte Touche Tohmatsu




HAMPTON SECURITIES (USA) INC.

STATEMENT OF FINANCIAL CONDITION

As of December 31, 2007
|Expressed in U.S. dollars|

ASSETS
Cash 5 160,264
Deposit segregated for customers (Note 7) 11,745
Due from an affiliate (Note 8) 40,000
Deposit with clearing broker (Notes 4 and ) 100,000
3 312,009
LIABILITIES AND STOCKHOLDER'S EQUITY
LIABILITIES:
Accounts pavable and accrued liabilities $ 6,082
Due to clearing broker : 2,357
' 8,439
STOCKHOLDER'S EQUITY:
| Capital stock
| Authorized
200 common shares, no par value. one vole per share
Issued
150 common shares 375,000
Additional paid-in capital 1,190
Accumulated deficit {72.620)
303,570
5 312,009

Sev aecompanying sotes to financiald statentents
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HAMPTON SECURITIES (USA) INC.

STATEMENT OF OPERATIONS
For the vear ended December 31, 2007
[Expressed in U.S. dollarsj

REVENUE
Commissions S 2,890.956
Interest and other (Note 8) 122,051
3,013,007
EXPENSES
Direct rebates and execution charges 1,289,772
Commission pavouls 1,195,675
Clearance fees 218,286
General and administrative 211,083
Occupancy and equipment 124,776
Compensation and related expenses 1,182
3,040,774
LOSS BEFORE INCOME TAXES (27,767)
INCOME TAX EXPENSE 3,056
NET LOSS 3 (30,823)

See dccompanving notes to financial starements
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HAMPTON SECURITIES (USA) INC.

STATEMENT OF CHANGES IN FINANCIAL POSITION

For the vear ended December 31, 2007
[Expressed in U.S. dollars|

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

Adjustments for non-cash items $ (30,823
Changes in operating assets and liabilities:
Deposit segregated for customers 1.907
Accounts receivable (36,295)
Due trom clearing broker 97.518
Accounts pavable and accrued liabilities (154,970)
Direct brokerage rebates (7.973)
Due to clearing broker 2,357
Nel cash used by operating activities (128,279)
DECREASE IN CASH (128,279)
CASH, BEGINNING OF YEAR 288,543
CASH, END OF YEAR $ 160,264
SUPPLEMENTAL CASH FLOW INFORMATION
income raxes paid

Interest paid

See AUCOMPCNYIng noles o financial statements

$ 3056
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HAMPTON SECURITIES (USA) INC.

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

For the year ended December 31, 2007
{Expressed in U.S. dollars|

Additional Total
Capital Stock Paid-in (Accumulated Stockhoider's
Number Amount Capital Deficit) Equity
Stockholder's equity,
beginning of vear 150 § 375.000 S 1190 5 (41,797 § 334.393
Net loss - - - (30.823) (30.823)
Stockholder's equitv. end of vear 150 $ 375,000 § 1,190 S (72,620) $ 303,570

See accompanyving notes fo financial siatements
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HAMPTON SECURITIES (USA) INC.

NOTES TO FINANCIAL STATEMENTS
For the vear ended December 31, 2007
|Expressed in U.S. dollars|

1. ORGANIZATION

Hampton Securities {USA). Inc. (the "Company™) was organized on Januarv 12, 1999 as a New
York corporation and is a registered broker and dealer in securities under the Securities Exchange
Act of 1934, The Company is a member of the Financial industrv Regulatory Authority and the
Boston Stock Exchange. The Company computes its regulatory net capital under the basic method
of Securities and Exchange Commission ("SEC™) Rule 15¢3-1. The Company clears all of its
transactions through a security clearing broker. National Financial Services LLC ("NFS™) on a fully
disclosed basis. The Company acis as a broker-dealer and is exempt from SEC Rule 15¢3-3 under
paragraph k(2)(i) since it maintains a special account for the exclusive benefit of customers tor
direct brokerage rebates. and paragraph k(2)(ii) since it uses a carrving broker NFS for clearing.

The Company is a whollv owned subsidiarv ot Hampton Securities Corporation (a Delaware
Corporation}, itself a wholly owned subsidiary of Hampton Securities [ncorporated ("HSI™). a
Canadian incorporated company.

2, SIGNIFICANT ACCOUNTING POLICIES
fa)  Busis of presemiation

The financial statements have been prepared in accordance with generally accepted
accounting principles in the United States of’ America.

thy  Securitics transuctions

Securities transactions and related commission revenue and expenses are recorded on a
trade-date basis.

e mcome tuxes

The Company uses the asset and liability method in providing income taxes on all
transactions that have been recognized in the financial statements. The asset and liability
method requires that deferred taxes be adjusted to retlect the enacted tax rates at which
future taxable amounts are anticipated to be settled or realized. The effects of 1ax rate
changes on future deferred tax liabilities and deferred tax assets. as well as other changes in
income tax laws, are recognized in net earnings in the period such changes are entered. The
measurement of a deferred 1ax asset is adjusted by a valuation allowance. if necessarv. to
recognize tax benefits only to the extent that. based on available evidence. it is more likely
than not that they will be realized.

ey Fair vatue of financial assets and liahilitios

All of the Company's financial assets and liabilities are carried at cost which approximates
tair vatue due 10 their short-term nature or imminent maturity,
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HAMPTON SECURITIES (USA) INC.

NOTES TO FINANCIAL STATEMENTS (continued)
For the vear ended December 31, 2007
|[Expressed in U.S. dollars]

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

fur

(i

Future changes in accounting poficies

In July 2006. the FASB issued Financial Interpretation ("FIN"} No. 48. “Accounting for
Uncertainty in Income Taxes.” which clarifies the accounting for uncertainty in income taxes
recognized in the financial statements in accordance with SFAS No. 109, ~Accounting for
Income Taxes.” FIN No. 48 provides that a tax benefit from an uncertain tax position may
be recognized when it is more likelv than not that the position will be sustained upon
examination. including resolutions of any related appeals or litigation processes. based on
the technical merits. Income tax positions must meet a more-likelv-than-not recognition
threshold at the effective date to be recognized upon the adoption of FIN 48 and in
subsequent periods.  This interpretation also provides guidance on measurement.
derecognition. classification. interest and penalties, accounting in interim periods. disclosure
and transition. FIN 48 is effective for the Company as of January 1. 2008.

In September 2006. the FASB issued SFAS No, 137, “Fair Value Measurements™, which
defines fair value. establishes a framework for measuring fair value and enhances disclosure
requirements for fair value measurements. Under this standard fair value is defined as the
price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. SFAS No. 157 is effective
for fiscal vears beginning on or after November 13, 2007 and will be implemented by the
Company on January 1. 2008.

In February 2007. the FASB issued SFAS No. 39, The Fair Value Option for Financial
Assets & Financial Liabilities”. SFAS No. 139 provides entities the option to measure
certain financial assets and financial liabilities at fair value with changes in fair value
recognized in earnings each period. SFAS No. 139 permits the fair value option election on
an instrumeni-by-instriment basis at initial recognition of an asset or lability or upon an
event thal gives rise to new basis of accounting for that instrument. SFAS No. 139 is
effective for fiscal vears beginning on or after November 15, 2007 and will be implemented
by the Company on January 1. 2008.

Management estimates that the adoption of these new standards will not have a material
impact on the Company's financial statements,

Lxe of estimates

The preparation of {inancial statements in conformity with accounting principles generaily
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 a1 the date of the financial statements and the reported
amounts of revenue and expenses during the vear.  Actual results could differ from those
estimates.
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HAMPTON SECURITIES (USA) INC.

NOTES TO FINANCIAL STATEMENTS (continued)
For the vear ended December 31, 2807
[Expressed in U.S. dollars|

FINANCIAL INSTRUMENTS AND CONCENTRATIONS OF CREDIT RISK

Credit risk on financial instruments is the risk of financial loss occurring as a result of default of a
counterparty on its obligation to the Company. Credit risk is managed by dealing only with
counterparties the Company believes to be creditworthy. by obtaining sufficient and satistactory
collateral and by daily monitoring of credit exposure and collateral.

CONTINGENCIES

Crucirantees

The Company has provided a guarantee to its clearing broker. NFS. Under the agreement. the
Company has agreed to indemnify the clearing broker for customers introduced by the Company
that are unable to satisty the terms of their contracts. The Company’s liability under these
arrangements is not quantifiable. However. the potential for the Company to be required to make
payments under this agreement is remote. Accordingly. no contingent liability is carried on the
balance sheet to these transactions.

The due trom clearing broker consists of a security cash deposit of $100.000 from the Company to
settle anv potential amounts outstanding from customers.

CLEARING AGREEMENT

Pursuant to an agreement between the Company and NFS. all securities transactions of the
Company and its customers are introduced and cleared on a fully disclosed basis through NFS.
The Company is exempt from provisions of SEC Rule I5¢3-3. as discussed in Note 1. and is not
responsible for compliance with Section 40 of Federal Reserve Regulation T of the Board of
Governors of the Federal Reserve Syvstem. as all customers” accounts. as defined by such rules. are
carried by NFS. Accordingly, the Company does not hold customer securities or perform custodial
functions relating 1o customer accounts.

The Company’s agreement with NFS includes the provision for Proprietary Accounts of
Introducing Brokers and. as a result. the security cash deposit is treated as an allowable asset for

the computation of net capital.

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1). Under SEC Rule
15¢3-1. the Company is required to maintain minimum net capital and an allowance ratio of
aggregate indebtedness o net capital. as defined under this Rule shail not exceed 1510 1. Under
the basic method. the Company is required to maintain minimum net capital. as defined. equal to
the greater of $230.000 and 6.67% of aggregate indebtedness. At December 31, 2007, the
Company had net capital of approximately $303.370. which is approximately $33.570 in excess of
the required minimum net capital. The Company s net capital ratio was 0.03 1o 1.

The Financial Industry Regulatory Authority ("FINRA™) the Company s designated selt-regulatory
organization. has certain additional capital requirements which provide that equity capital may not
be withdrawn nor may cash dividends be paid it the resulting net capital would be less than the
areater of 3% of the caleuwlated aggregate debits and [ 20% of required minimum net capital.
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HAMPTON SECURITIES (USA) INC.

NOTES TO FINANCIAL STATEMENTS (continued)
For the vear ended December 31, 2007
|Expressed in U.S. dollars]

7. DIRECT BROKERAGE REBATES

The cash deposit of $11.745 is segregated in a special reserve bank account for the exclusive
interest of customers of the Company pursuant 1o SEC Rule 15¢3-lic). The cash deposit is
segregated for the direct brokerage rebates pavable which totals $Nil as at December 31. 2007,
The two balances differ due 10 timing differences for the pavment of customer balances.

8. RELATED PARTY TRANSACTIONS

The Company has a receivable from Hampton Securities Limited {"HSL™). an affiliate and
subsidiary of HSI. The receivable is due on demand and non-interest bearing. The receivable
represents a reimbursement of $70.000 from HSL which is included in other income. As at
December 31. 2007, $30.000 had been collected from HSL.

9. LOSS CARRYFORWARDS

The Company has approximately $56.173 of net operating losses which are available for utilization
against operating income in the future vears. $27.944 of net operating losses expire in 2023 and
$28.231 in 2027. The related deferred tax asset has been fully offset by a valuation allowance as it
is not considered more likely than not that the tax losses will be utilized.
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HAMPTON SECURITIES (USA) INC.
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1
OF THE SECURITIES EXCHANGE ACT OF 1934

As at December 31, 2007
|[Expressed in U.S. dollarsi

Total stockholder's equity $ 303.570
Deductions -
Net capital 303,570
Compuration of minimum net capital requirement:

(Greater of $250.000 or 6 2/3% of aggregate

indebtedness. as defined) 250,000
Excess net capital § 53,570
Aggregate indebtedness® S 8439
Ratio of aggregate indebtedness to net capital §.03:1

=

* Aggregated indebtedness is calculated as total liabilities less direct brokerage rebates pavable to

the extent of cash deposit segregated for the exclusive benefit of customers of $ nil (Note 7).

There are no material differences between this calculation and the one trom the FOCUS Report filed on
January 235. 2008.

Page 11 of 14




HAMPTON SECURITIES (USA) INC.

COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS FOR BROKERS AND DEALERS PURSUANT TO
RULE 15¢3-3 UNDER THE SECURITIES

EXCHANGE ACT OF 1934

As at December 31, 2007
|Expressed in U.S. dollars|

EXEMPTION UNER SECTION (k) 2) 1S CLAIMED:
The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of 1934

in that the Company s activities are limited to those set forth in the conditions for exemption appearing in
paragraphs (K} 2)(i) and (k) 2)(ii) of Rule 15¢3-3.
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Deloitte & Touche LLP
Brookfield Place

181 Bay Street

Suite 1400

Toronto ON M5] 2V1
Canada

Tel 416-601-6150
Fax: 416-601-6151
www.deloitte.ca

February 21, 2008

Hampton Securities (USA) Inc.
41 Adelaide Street West
Suite 1800

Toronto ON M3H 3L3

Dear Sirs:

In planning and performing our audit of the tinancial statements of Hampton Securities (USA) Inc. (the
“Company™) as of and for the vear ended December 31. 2007 (on which we issued our report dated
February 21, 2008). in accordance with auditing standards generally accepted in Canada and 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 an 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-3(g) 1) under 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 includes tests of compliance with such practices
and procedures that we considered relevant to the objectives stated in Rule 17a-3(g) in making the
pertodic computations of aggregate indebtedness and net capital under Rule 17a-3(a) 11) and for
determining the compliance with the exemptive provisions of Rule 13¢3-3. We did not review the
practices and procedures followed by the Company in making the quarterly securities examinations.
counts, verifications. and comparisons. and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Federal
Regulation T of the Board of Governors of the Federal Reserve System. because the Company does not
carry securities accounts for customers or perform custodial functions relating 1o customer securities,

The manageiment ot the Company is responsible tor establishing and maintzining internal control and the
practices and procedures referred to in the preceding paragraph. In tultilling this responsibility. estimates
and judgments by management are required to assess the expected benefits and related costs of control
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 SECs 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 responsihility are
safeguarded against loss from unauthorized use or disposition. and that transactions are executed in
accordance with management’s authorization and recorded properls o permit the preparation of financial
statements in conformity with accounting principles. Rule 17a-31y) lists additional objectives of the
priactices and procedures fisted in the preceding paragraph.

Page 13 ot 14
Member of
Deloitte Touche Tohmatsu




Hampton Securities (USA) Inc.
February 21. 2008
Page 2

Because of inherent limitations in internal contrel and the practices and procedures referred to above.
error or fraud may occur and not be detected. Also. projection of any evaluation ot them to future periods
is subject to the risk that they may become inadequate because ot changes in conditions or that the
effectiveness of their design and operation deteriorate.

A controf deficiency exists when the design or operation of control does not allow management or
emplovees. in the normal course of performing their assigned functions. to prevent or detect
misstatements on a timely basis. A siguificant deficiency is a control deficiency. or combination of
control deficiencies. that adversely affects the entity’s ability (o iniliate. 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 entitv's internal control.

A material weakness is a signiticant deficiency. or combination of significant deficiencies. that results in
more than a remote likelihood that a material misstatement of the financtal 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 10 be adequare for its purposes in accordance with the
Securities Exchange Act of 1934. and retated 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 adeguate at December 31, 2007, to meet the
SEC’s objectives.

This repert is intended solely for the information and use of the Board of Directors. management. the
SEC. the Financial Industry Regulatory Authority. Inc.. and other regulatory agencies that relv on Rule
17a-3(g) under the Securitics Exchange Act of 1934 in their regulation of registered brokers-dealers. and
is not intended to be and should not be used by anvone other than these specified parties.

Yours trulv.

22 :& “: 7;0064. L.(/P
Independent Registered Chartered Accountants £ D

Toromo. Canada
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