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OATH OR AFFIRMATION

I, ROBYN HARRINGTON , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
BATTENKILL CAPITAL, INC. , as

of SEPTEMBER 30 ,2008 , 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:

L Sigpdture
CHIERIFIVA FFICER -
~—"" Title

g SOy

(J  Notary Public

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

[4 (a) Facing Page.

[d (b) Statement of Financial Condition,

L4 (c) Statement of Income (Loss).

[d (d) Statement of Changes in Financial Condition.

El (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprictors’ Capital.

L] (f) Statement of Changes in Liabilitics Subordinated to Claims of Creditors.

[ (g) Computation of Net Capital.

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

[ (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(4 () AReconciliation, 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.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

i (1) An Oath or Affirmation.

L} (m) A copy of the SIPC Supplemental Report.

O @) Arepont describing any material inadequacies found (o 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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BRACE & ASSOCIATES, PLLC
Cortfoed Fisttio Secountant

PMB 271, 44 NASHUA ROAD, SUITE 15 LONDONDERRY, NH Q3053-3450

TEL. (603) 889-4243
FAX (603) BB2-7371

Independent Auditor’s Report

To the Board of Directors of
Battenkill Capital, Inc.
Manchester Center, VT

We have audited the accompanying statement of {inancial condition of Battenkill Capital, Inc. (the
Company) as of September 30, 2008 and the related statements of income, changes in stockholders’
equity, changes in liabilities subordinated to claims of general creditors, and cash flows for the year
then ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility 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 the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Battenkill Capital, Inc. as of September 30, 2008, and the results of their
operations 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 I, II, Ill, and IV, is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934,
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole,

Loancs S Mddotiaga  PLUC

Brace & Associates, PLLC
Certified Public Accountant
Londonderry, New Hampshire
November 20, 2008




BATTENKILL CAPITAL, INC.
STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2008

ASSETS

Cash and cash equivalents

Deposits with clearing organizations

Receivable from broker dealers

Receivable from customers

Prepaid expenses

Due from employees

Furniture and equipment, at cost less,
accumulated depreciation of $69,533

Security deposits

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Accounts payable, accrued expenses, and other liabilities
Overdraft of checking account

Liabilities subordinated 1o claims of general creditors

Total Liabilities

Stockholders' Equity
Common stock, no par value, 11,100 shares
authorized, 10,100 issued and outstanding
Retained earnings (defecit)

Total Stockholders' Equity (Defecit)

Total Liabilities and Stockholders’ Equity

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

$ 155
100,000
11,380
621,193
25,672
5,927

13,043
17,600

$ 794,970

$ 570,176
12,056

663,637

1,245,869

655,000
(1,105,899)

_(450,899)

$ 794,970




BATTENKILL CAPITAL, INC,
STATEMENT OF INCOME (LOSS)

FOR THE YEAR ENDED SEPTEMBER 30, 2008

Revenues:
Commissions ' $ 6,576,798
Realized gain (loss) (25,000)
Other income 888
6,552,686
Expenses:
Employee compensation and benefits 3,969,052
Clearance fees, data services and brokerage expenses 855,164
Communications 201,545
Occupancy 182,067
Taxes, other than income taxes 222,133
Interest expense 63,821
Other expenses 1,322,155
6,815,937
Income (Loss) Before Income Taxes (263,251)
Provision for Income Taxes 558
Net Income (Loss) $ (263,809

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




BATTENKILL CAPITAL, INC.
STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

Subordinated borrowings at September 30, 2007 $ 410,000
Issuance of new subordinated loans 253,637
Subordinated borrowings at September 30, 2008 $ 663,637

The accompanying notes are an integral part of these financial statements.
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BATTENKILL CAPITAL, INC.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED SEPTEMBER 30, 2008

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income
to net cash provided by operating activities
Depreciation
Realized loss on nonmarketabie securities
(Increase) decrease in operating assets:
Increase in receivable from customers
Increase in prepaid expenses
Decrease in security deposits
Increase in due from employees
Decrease in receivable from broker dealers
Increase (decrease) in operating liabilites:
Increase in overdraft in checking
Decrease in accounts payable, accrued expenses

Total adjustments

Net cash used by operating activities

Cash flows from investing activities
Purchase of fumiture and equipment

Net cash provided by investing activities

Cash flows from financing activities
Proceeds from subordinated loan issuance

Net cash provided by financing activities

Net decrease in cash
Cash at beginning of the year

Cash at end of the year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid during the year for:
Interest payments

Income tax payments

Disclosure of accounting policy:

§ 11,322
25,000

(157,647)

(12,920)
3,246

(5,927)
30,322

12,056
(9,618)

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

Noncash financing activity: Subordinated borrowings were renewed during the period,

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

§ (263,809)

_(104,166)
(367,975)

L (3614)
(3,614)

253,637

253,637
(117,952)
118,107

$ 155
$ 61,581
s 558



BATTENKILL CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2008

NOTE 1- SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Business
The Company was incorporated on January 13, 2004. Tt serves as a broker/dealer in securities and

provides investment banking services to its clients. Related commission revenue and expenses
are recorded on a settlement date basis.

Fixed Assets

Furniture and equipment are being depreciated using the straight-line method over their estimated
useful lives, ranging from three to seven years. For the fiscal year ended September 30, 2008,
depreciation expense was $11,322.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities as of 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.

Allowance for Bad Debts
The Company considers accounts receivable to be fully collectible; accordingly, no allowance for
doubtful accounts is required.

Compensated Absences

Employees of the Company are entitled to paid vacations, paid sick days, and personal days off,
depending on the job classification, length of service, and other factors. The accrual cannot be
reasonably estimated, and accordingly, no liability has been recorded in the accompanying
financial statements. The Company’s policy is to recognize the costs of compensated absences
when actually paid to employees.

Intangibles
The Company has adopted the provisions of SFAS No. 142 Goodwill and Other Intangible Assets

and therefore expensed the startup costs for financial statement purposes. For income tax
purposes these costs will be amortized over 5 years.



BATTENKILL CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2008

Commissions

The Company receives restricted stock as part of its compensation when it raises capital for
private companies. This is recorded at its fair market value as determined by management and is
included in commission income. For the fiscal year ended September 30, 2008, the Company did
not receive restricted stock in lieu of cash.

NOTE 2- NET CAPITAL

As a broker dealer, the Company is subject to the Securities and Exchange Commission’s
regulations and operating guidelines, which require the Company to maintain a specified amount
of net capital as defined, and a ratio of aggregate indebtedness to net capital as derived, not
exceeding 15 to 1. The Company’s net capital as computed under 15¢3-1, was $136,847 as of
September 30, 2008, which exceeded required net capital of $38,815 by $98,032. The ratio of
aggregate indebtedness to nel capital at September 30, 2008 was 425.5%.

NOTE 3- TAXES ON INCOME

The Company and its stockholders elected to be subject to the S corporation provisions of the
Internal Revenue Code. Accordingly, all income or losses and applicable tax credits are reported
on the stockholders’ individual income tax returns. Vermont levies a minimum entity tax on
Subchapter S corporations which is reflected in the current period expenses.

NOTE 4- COMMITMENTS AND CONTINGENCIES

The Company is committed to operating leases for office space and office equipment. The
Approximate future minimum lease payments of all non-cancelable operating leases for the next
five years are as follows:

2009 62,979
2010 37,510
2011 39,010
2012 19.887

$159,386

Rent expense for the office space and equipment for the fiscal year 2008 was $157,455.



BATTENKILL CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2008

NOTE 5- CONCENTRATION OF CREDIT RISK

The Company maintains its checking account in one commercial bank. Cash in this checking
account at times exceeded $100,000. The checking account is secured by the Federal Deposit
Insurance Corporation (FDIC) up to $100,000.

The Company is engaged in various trading and brokerage activities with counterparties. In the
event counterparties do not fulfill their obligations, the Company may be exposed to risk. The
risk of default depends on the credit worthiness of the counterparty or issuer of the instrument. It
is the Company’s policy to review, as necessary, the credit standing of each counterparty with
which it conducts business.

NOTE 6- SUBORDINATED LOANS - STOCKHOLDERS

The stockholders agreed to subordinate the right to receive principal and interest to the prior
payment or provision for payment in full against all claims of all present and future creditors of
the Company. The borrowings under subordination agreements at September 30, 2008, are listed
in the following:

Subordinated notes 10 percent, due September 30, 2009 $100,000
Subordinated notes 10 percent, due October 31, 2009 50,000
Subordinated notes 6.25 percent, due November 30, 2009 25,000
Subordinated notes 10 percent, due August 31, 2010 135,000
Subordinated notes 10 percent, due February 5, 2010 75,000
Subordinated notes 10 percent, due February 25, 2010 25,000
Subordinated notes 10 percent, due November 30, 2010 50,000
Subordinated notes 13 percent, due January 31, 2011 153,637
Subordinated notes 10 percent, due January 31, 2011 50,000

$663,637

The subordinated borrowings are available in computing net capital under the SEC’s uniform net
capital rule. To the extent that such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not be repaid.

NOTE 7- STOCK OPTION PLAN

The Company has a Stock Option Plan (Plan) under which employees may be granted options to
purchase shares of the Company’s authorized but unissued common stock. The maximum
number of shares of the Company’s common stock available for issuance under the Plan is 1,000
shares.




BATTENKILL CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2008

NOTE 7- STOCK OPTION PLAN (CONTINUED)

As of September 30, 2008, the maximum number of shares available for future grants under the
Plan is 0 shares. Under the Plan, the option exercise price is equal to the fair market value of the
Company’s common stock at the date of grant. Options currently expire no later than 10 years
from the grant date. Proceeds received by the Company from exercises of stock options are
credited to common stock and additional paid-in-capital.

The Company has elected to follow APB Opinion No. 25, Accounting for Stock Issued to
Employees, in accounting for its employee stock options. Accordingly, no compensation expense
is recognized in the Company’s financial statements because the exercise price of the Company’s
employee stock options equals the market price of the Company’s common stock on the date of
grant. If under Financial Accounting Standards Board Statement No. 123, Accounting for Stock-
Based Compensation, the Company determined compensation costs based on the fair value at the
grant date for its stock options; net earnings would have been reduced to the following pro forma
amounts:

2007

Net earnings:
As reported $(536,853)

Add: Stock-based compensation
included in net income, net of related
tax effects -0 -

Deduct: Total stock-based employee

compensation expense determined under

fair value based method for all awards,

net of related tax effects (166.670)

Pro forma 703.523



BATTENKILL CAPITAL, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 7- STOCK OPTION PLAN (CONTINUED)

SEPTEMBER 30, 2008

Additional information with respect to the Plan’s stock option activity is as follows:

Outstanding at
September 30, 2007
Granted

Qutstanding at
September 30, 2008

Options exercisable at
September 30, 2007

Options exercisable at
September 30, 2008

Number of Shares

1,000
0

1.000

Weighted-Average Exercise Price

$166.67
$ 0.00

$166.67




BATTENKILL CAPITAL, INC.
SUPPLEMENTARY SCHEDULES

FOR THE YEAR ENDED SEPTEMBER 30, 2008



BATTENKILL CAPITAL, INC.
SCHEDULE 1

COMPUTATION OF AGGREGATE INDEBTEDNESS AND NET CAPITAL
PURSUANT TO RULE 15¢3-1

SEPTEMBER 30, 2008

Tota! ownership equity from statement of financial condition $ (450,899)
Liabilities subordinated to claims of general creditors 663,637
Total nonallowable assets from statement of financial condition . (75,891)
Net capital before haircuts on securities positions 136,847
Haircuts on securities -
Net capital $ 136,847
Aggregate indebtedness:

Total Al liabilities from statement of financial condition $ 582,232

Total aggregate indebtedness $ 582232

Percentage of aggregate indebtedness 10 net capital 425.5%

Computation of basic net capital requirement:

Minimum net capital required (6-2/3% of A.l.) $ 38815
Minimum dollar net capital requirement of reporting broker or dealer $ 5,000
Net capital requirement $ 38815

Excess net capital $ 98,032
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SCHEDULE 11
BATTENKILL CAPITAL, INC.

INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3

SEPTEMBER 30, 2008

The Company had no items reportable as customers’ fully paid securities: (1) not in the
Company’s possession or control as of the audit date (for which instructions to reduce to
possession or control had been issued as of the audit date) but for which the required action was
not taken by the Company within the time frames specified under Rule 15¢3-3 or (2) for which
instructions to reduce to possession or control had not been issued as of the audit date, excluding
items arising from “temporary lags which result from normal business operations” as permitted
under Rule 15¢3-3.




SCHEDULE 111
BATTENKILL CAPITAL, INC.

SCHEDULE OF SEGREGATION REQUIREMENTS AND FUNDS
IN SEGREGATION FOR CUSTOMERS’ REGULATED
COMMODITY FUTURES AND OPTION ACCOUNTS
SEPTEMBER 30, 2008

The Company claims exemption from the segregation requirements of the Comimodities Futures
Act since it has no commodity customers as the term is defined in Regulation 1.3(k).



SCHEDULE IV
BATTENKILL CAPITAL, INC.

COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS FOR BROKER/DEALER UNDER
RULE 15¢3-3 OF THE SECURITIES EXCHANGE ACT OF 1934

SEPTEMBER 390, 2008

Battenkill Capital, Inc., is exempt from the reserve requirements of Rule 15¢3-3 under section
(k)(2)(11), as its transactions are limited, such that they do not handle customer funds or securities,
accordingly, the computation for determination of reserve requirements pursuant to Rule 15¢3-3
and information relating to the possession or control requirement pursuant to Rule 15c3-3 are not
applicable.




BRACE & ASSOCIATES, PLLC
PMB 271, 44 NASHUA ROAD, SUITE 15 LONDONDERRY, NH 03053-3450 TEL. (603) 889-4243
FAX (603) 882-7371

Independent Auditor’s Report on Internal
Control Structure Required by SEC Rule 17a-5

Board of Directors
Battenkilt Capital, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Battenkill Capital, Inc., (the Company), for the year ended September 30, 2008, we considered its
internal control, including 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 (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. 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.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. 1In 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 internal control or 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 effectivencss 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 the specific internal control components does not reduce to a relatively low level the
risk that error 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, our study and evaluation disclosed that a
lack of segregation of function exists. Although this condition may be considered to be a material
weakness in internal control, it is a common condition in entities of this size. This condition was
considered in determining the nature, timing, and extent of the procedures to be performed in our
audit of the financial statements of Battenkill Capital, Inc. for the year ended September 30, 2008
and this report does not affect our report thereon dated November 20, 2008.

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 September 30, 2008, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the Securities and Exchange Commission, the 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 brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

Boac 5 Mborinps FUC
Brace & Associates, PLLC {EN@

Certified Public Accountant
Londonderry, New Hampshire
November 20, 2008

BRACE & ASSOCIATES, PLLC



