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OATH OR AFFIRMATION

I Joseph Olsen , swear {or affirm) that, to the best of

my knowiedge and belief the accompanying financia) statement and supporting schedules pertaining to the firm of
Scotia Capital (USA) Inc.

, 2%
of October 31 , 2008 . are true and correct. 1 further swear (or affirm) that
neither the company nor any partner. proprictor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer. except as follows:

——
LYNRE S WAZIN
NOTARY PUBLIC STATE OF NEWYORK
NO. C2MABDGEDA2 ,
CUALIFIED 1 WESTCHESTER COUNTY (£ Hsignature

CCHUISSICH EXPIRES NOVEMBER 05, 20.CAA Chief Financial Officer

Title

Notary Pub

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

Kl (a) Facing Page.

@ (b) Statement of Financial Condition.

B () Statement of Income (Loss).

@ (d) Statement of Changes in Financial Condition.

Kl (e) Statement of Changes in Stockholders’ Equity or Partners” or Sole Proprietors’ Capital.

Kl (N Statement of Changes in Liabilitics Subordinated to Claims of Creditors.

® (g) Computation of Net Capital.

 (hy Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

E® (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.

O

X

0

(k} A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consalidation.

(1) An Oath or Affirmation,

{m) A copy of the SIPC Supplemental Report,
0 m A report describing any material inadequacics found to exist or found to have existed since the date of the previous audit.
x {(0) Independent auditor's report on internal accounting control.
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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KPMG LLP
345 Park Avenue
New York, NY 10154

Independent Auditors’ Report

The Boeard of Directors
Scotia Capital (USA) Inc.

We have audited the accompanying statement of financial condition of Scotia Capital (USA) Inc.
(the Company) (a wholly owned subsidiary of Scotia Capital Inc.), as of October 31, 2008. This statement
of financial condition is the responsibility of the Company’s management. OQur responsibility is to express
an opinion on this statement of financial condition 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 statement of financial condition is free of material misstatement. 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 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
statement of financial condition, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall statement of financial condition presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Scotia Capital (USA) Inc. as of October 31, 2008, in conformity with
U.S. generally accepted accounting principles,
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December 2, 2008 %’;79'
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SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Statement of Financial Condition
QOctober 31, 2008

Assets
Cash and cash equivalents b 3,752,966
Cash on deposit with clearing organizations 26,373,191
Securities segregated under Federal and other regulations 4,989,895
Receivable from brokers, dealers, and clearing organizations 1,733,449,255
Receivable from customers 121,039
Securities owned, at fair value 177,898,977
Accrued interest receivable 2,235,394
Furniture, equipment, and leasehold improvements, at cost, net of accumulated
depreciation and amortization of $1,162,914 693,761
Other assets 13,725,694
Total assets $ 1,963,240,172
Liabilities and Stockholder’s Equity
Liabilities:
Payable to brokers, dealers, and clearing organizations $ 1,496,605,030
Payable to customers 1,862,299
Securities sold, not yet purchased, at fair value 110,665,441
Accrued interest payable 1,847,370
Accounts payable, accrued expenses, and other liabilities 20,787,189

1,631,767,329

Commitments and contingencies

Subordinated borrowings 75,000,000
Stockholder’s equity:

Common stock par value, $10 per share. Authorized, issued, and outstanding

3,000 shares 30,000

Additional paid-in capital 69,010,000

Retained earnings 187,432,843

Total stockholder’s equity 256,472,843

Total liabilities and stockholder’s equity $ 1,963,240,172

See accompanying notes to statement of financial condition.
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SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition
October 31, 2008

Organization and Summary of Significant Accounting Policies

Scotia Capital (USA) Inc. (the Company) is a wholly owned subsidiary of Scotia Capital Inc. (the Parent),
a Canadian investment dealer whose ultimate parent is the Bank of Nova Scotia (the Ultimate Parent). The
Company is a registered broker and dealer in securities under the Securities Exchange Act of 1934 and is a
member of the Financial Industry Regulatory Authority (FINRA), formerly known as the National
Association of Securities Dealers, Inc. (NASD). The Company’s primary business activities are trading in
Canadian and U.S. securities and brokerage activities with a diverse group of domestic and foreign
corporations, governments, and institutional investors.

Cash and cash equivalents include demand deposits held in banks and overnight federal funds sold.

Customers” securities transactions are recorded on a settlement-date basis with related commission income
and expenses recorded on a trade-date basis. Securities transactions of the Company are recorded on a
trade-date basis. Securities owned and securities sold, not yet purchased are carried at fair value.

Securities borrowed and sccurities loaned transactions are reported as collateralized financings. Securities
borrowed transactions require the Company to deposit cash with the lender. With respect to securities
loaned, the Company receives collateral in the form of cash or other collateral in an amount generally in
excess of the market value of securities loaned. The Company monitors the market value of securities
borrowed and loaned on a daily basis, with additional collateral obtained or refunded as necessary.

The Company provides for income taxes in accordance with the asset and liability method of accounting.
Under this method, deferred income taxes are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to be
recovered or settled. The effect on deferred taxes of a change in tax rates is recognized as income in the
period that includes the enactment date.

The preparation of the statement of financial condition in conformity with U.S. generally accepted
accounting principles 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
statement of financial condition. Such estimates are subject to change in the future as additional
information becomes available or previously existing circumstances are modified. Actual results could
differ from those estimates.

(a) Recently Adopted Accounting Standards

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157
(SFAS 157), Fair Value Measurements. SFAS 157 defines fair value, establishes a framework for
measuring fair value, and expands disclosures about fair value measurements. Where applicable, this
Statement simplifies and codifies related guidance within generally accepted accounting principles
(GAAP). Prior to this Statement, there were different definitions of fair value and limited guidance
for applying those definitions in GAAP. Moreover, that guidance was dispersed among the many
accounting pronouncements that require fair value measurements. Differences in that guidance
created inconsistencies that added to the complexity in applying GAAP. In developing this

3 {Continued)
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SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition
October 31, 2008

Statement, the FASB considered the need for increased consistency and comparability in fair value
measurements and for expanded disclosures about fair value measurements. SFAS 157 does not
expand the use of fair value measurements. The Company implemented SFAS 157 as of November
1, 2007 and there was no material impact on its statement of financial condition.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159 (“SFAS
1597) “The Fair Value Option for Financial Assets and Financial Liabilities, Including an
amendment of FASB Statement 115.” SFAS 159 creates an alternative measurement treatment for
certain financial assets and financial liabilitics that permits fair value to be used for initial and
subscquent measurement with changes in fair value recognized in earnings. The availability of this
alternative measurement treatment is referred to as the fair value option. The statement also provides
for additional financial statement presentation and disclosures relating to the alternative
measurement treatment. The Company adopted SFAS 159 as of Novemnber 1, 2007 and there was no
material impact on its statement of financial condition as no fair value option elections were made.

In June 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement No. 109. FIN 48 applies to all tax positions
accounted for in accordance with Statement 109. FIN 48 clarifies the recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. It also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure, and transition. The
Company implemented FIN 48 as of November 1, 2007 and there was no material impact on its
statement of financial condition.

Related-Party Transactions

~The Company acts as agent for its Ultimate Parent to market certain products in the United States of

America on its behalf,

Receivable from and payable to brokers, dealers, and clearing organizations includes a receivable from the
Parent of $13,486,988 and a payable to Parent of $289,067, respectively. In addition, included in other
assets are receivables from the Parent of $75,127 primarily associated with fees collected on the
Company’s behalf, receivables from the Ultimate Parent of $101,465 primarily associated with the
reimbursement of general and administrative expenses and receivables from affiliates of $755,597
associated with securities borrowed. Included in accounts payable, accrued expenses, and other habilities
are payables to the Ultimate Parent of $2,549,489 primarily related to referral fees due the Ultimate Parent
and intercompany costs associated with benefit plans administered by the Ultimate Parent and a payable to
affiliates of $1,853,556 associated with securities loaned and a payable to Parent of $198,381. Receivable
from and payable to brokers, dealers, and clearing organizations include a receivable from affiliates of
$1.395,010,698 and a payabie to affiliates of $1,295,634,963.

Securities Segregated under Federal and Other Regulations

At October 31, 2008, the Company had qualified securities in the amount of $4,989,985 segregated in a
spectal reserve bank account for the exclusive benefit of customers under Rule 15¢3-3 of the Securities and
Exchange Commission (the SEC).

4 (Continued)
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SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition

Qctober 31, 2008

Receivable from and Payable to Brokers, Dealers, and Clearing Organizations

Amounts reccivable from and payable to brokers, dealers, and clearing organizations at October 31, 2008
consist of the following:

Receivable Payable
Securities failed-to-deliver/receive 3 28,513,100 9,743,232
Receivable from/payable to brokers and dealers 18,726,546 6,391,246
Securities borrowed/loaned 1,686,209,609 1,480,470,552

$ 1,733,449,255 1,496,605,030

Securities Owned and Securities Sold, Not Yet Purchased

Securities owned and securities sold, not yet purchased, consist of trading securities at fair value, as
follows:

Sold, not yet

Owned purchased

.U.S. and Canadian government obligations $ 76,897,698 51,751,857
Canadian provincial obligations 61,234,203 28,822,801
Corporate debt obligations 31,445,471 27,182,826
Comimon stock 901,477 —
Other foreign government obligations 7,420,128 2,907,957
§ 177,898,977 110,665,441

Unused Credit Facility

The Company had an unused credit facility with a financial institution amounting to $50 miilion as of
October 31, 2008.

Subordinated Borrowings

On June 1, 2001, the Company entered into a revolving note and cash subordination agreement (the note)
with an affiliate of the Ultimate Parent, amounting to $150,000,000. The note bears a market rate (London
InterBank Offered Rate plus 0.25%) of interest on the amount drawn upon and is covered by an agreement
accepted by the FINRA, and is thus available in computing net capital under the SEC’s uniform net capital
rule. The note matures on May 31, 2010 and $75,000,000 was outstanding at October 31, 2008.

Employee Benefit Plans

The Company participates in the Ultimate Parent’s pension plan (the Plan), which covers substantially all
full-time employees. The costs of the Plan have been actuarially determined. No separate determination
has been made of the actuarial present value of accumulated benefits and the Plan’s assets as they relate to
the employees of the Company.

5 {Continued)
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SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition
October 31, 2008

The Company also maintains a 401(k) salary deferral and profit sharing plan (the 401(k) plan) covering
substantially all employees. Employees are permitted within limitations imposed by tax law to make pretax
contributions to the 401(k) plan pursuant to salary reduction agreements. The Company matches the
employee’s contributions up to a maximum of 4.5% of the employee’s salary.

Commitments and Contingencies

The Ultimate Parent provides the Company with office space under an agreement, expiring in 2014,
whereby the Company is committed to pay minimum total lease obligations as follows:

Fiscal year ending October 3 1:

2009 $ 842,495
2010 891,697
2011 886,678
2012 886,678
2013 886,678
2014 517,229

$ 4911455

In the normal course of business, the Company, from time to time, may be named as a defendant in
litigation actions relating to its underwriting business. After reviewing these actions with its counsel,
management does not believe that the outcome of such actions will have any material effect on its financial
position or results of its operations.

Net Capital Requirement

The Company, as a registered broker and dealer in securities, is subject to the SEC’s Uniform Net Capital
Rule 15¢3-1 (the Rule), which requires the maintenance of minimum net capital and requires that the ratio
of aggregate indebtedness to net capital, both as defined, not exceed 15 to 1. Under the Rule, and the
related rules of the FINRA, the Company may be required to reduce its business if its net capital ratio
exceeds [2 to 1 and may be prohibited from expanding its business if the ratio exceeds 10 to 1. At
October 31, 2008, the Company’s ratio of aggregate indebtedness to net capital was 90 to 1. The
Company’s net capital was $272,938,389, which was $256,520,548 in excess of its required net capital of
516,417,841 as of October 31, 2008.

The SEC may by order restrict, for a period of up to 20 business days, any withdrawal by a broker-dealer
of equity capital, as defined, if such withdrawal when aggregated with all other withdrawals of equity
capital on a net basis during a 30-calendar-day period exceeds 30% of the broker-dealer’s net capital or if
the SEC determines that such withdrawal would be detrimental to the financial integrity of the
broker-dealer or the financial community.

6 {Continued)



SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition
October 31, 2008

(11) Income Taxes

(12)

The Company provides for income taxes in accordance with the asset and liability method of accounting
and recognizes deferred income taxes for the expected future tax consequences of differences in the book
and tax basis of assets and liabilities.

At October 31, 2008, the deferred tax assets of $1,042,965 were composed of temporary differences due to
deferred compensation accruals, unrealized investment gains, and depreciation expenses. Although
realization is not assured for the above deferred tax assets, management has not recorded a valuation
allowance against its deferred tax assets as management believes it is more likely than not that they will be
realized through future taxable eamnings.

FIN 48, which the Company adopted as of November 1, 2007, prescribes a recognition threshold and a
measurement attribute for the financial statement recognition and measurement of tax positions taken or
expected to be taken in a tax return. For those benefits to be recognized, a tax position must be more-
likely-than-not to be sustained upon examination by taxing authorities. The amount recognized is measured
as the amount of benefit that represents a greater than 50 percent likelihood of being realized upon ultimate
settlement. As a result of the implementation of FIN 48, the Company has determined that no adjustment
to the Company’s unrecognized tax benefit is required.

Of the total unrecognized tax benefits, the entire balance would have an effect on the effective tax rate.

The following table presents a reconciliation of the beginning and ending amount of unrecognized tax
benefits for the fiscal year ended October 31, 2008:

Balance as of November 1, 2007 h) 1,618,846
Additions based on tax positions related to the current year 480,504
Reductions based on tax positions related to the prior year (652,447)
Decreases related to a lapse of statute of limitations (241,937)
Balance as of October 31, 2008 b 1,204,966

In the next twelve months we anticipate that it is reasonably possible that $169,020 of the unrecognized tax
benefits will be released due to the lapse of the statue of limitations.

The Company remains open to Federal, New York State and New York City examinations for the fiscal
years October 31, 2005 and forward.

Fair Value Measurements

Effective November 1, 2007, the Company adopted SFAS 157, which defines fair value, establishes a
framework for measuring fair value and expands disclosures about fair value measurements. SFAS No.
157 applies only to fair value measurements already required or permitted by other accounting standards
and does not impose requirements for additional fair value measures. The adoption of SFAS No. 157 did
not have a material impact on the Company’s financial condition. Pursuant to SFAS No. 157, the fair value

7 (Continued)



SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statemnent of Financial Condition
October 31, 2008

of a financial instrument is defined as the amount that would be received to sell an asset or paid to transfer
a liability, or the “exit price,” in an orderly transaction between market participants at the measurement
date.

We use fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Our securities owned and securities sold, but not yet purchased are
recorded at fair value on a recurring basis.

SFAS No 157 outlines a fair value hierarchy. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets and liabilities (which are considered “level 17 measurements)
and the lowest priority to unobservable inputs (which are considered “level 3" measurements). The three
levels of the fair value hierarchy under SFAS No, 157 are as follows:

Level 1 — Unadjusted quoted prices in active markets that are accessible at the measurement date for
identical, unrestricted assets or liabilities;

Level 2 ~ Quoted prices for similar instruments in active markets, quoted prices in markets that are not
active or financial instruments for which all significant inputs are observable, either directly or
indirectly;

Level 3 - Valuation 1s generated from model-based techniques that use significant assumptions not
observable in the market. These unobservable assumptions would reflect our own estimates of
assumptions that market participants would use in pricing the asset or liability. Such valuation
techniques include the use of option pricing models, discounted cash flow modeis and similar
techniques.

The following table represents the Company’s fair value hierarchy for those assets and liabilities measured
at fair value on a recurring basis as of October 31, 2008:

8 (Continued)




SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition

Assets

U.S. and Canadian govemment obligations
Canadian provincial obligations
Comorate debt obligations

Common stock

Other foreign government obligations

Total securities owned
Cash equivalents
Securities segreated under federal and

other regulations
Total assets at fair value

Liabilues

U.S. and Canadian govemment obligations
Canadian provincial obligations
Corporate debt obligations

Other foreign government obligations
Total securities sold,not yet purchased

The fair value of our financial securities was determined using a variety of sources as follows:

QOctober 31, 2008

Level 1 Level 2 Level 3 Total
76,897,698 — - 76,897,698
— 61,234,203 — 61,234,203
— 31,445,471 — 31,445,471
901,477 — — 901,477
— 7,420,128 — 7,420,128
77,799,175 100,099,802 — 177,898,977
3,400,000 — — 3,400,000
4,989,895 — — 4589895
86,189,070 100,099,802 — 186,288,872
51,751,857 — — 51,751,857
— 28,822,801 — 28,822,801
— 27,182,826 — 27,182,826
— 2,907,957 — 2,907,957
51,751,857 58,913,584 — 110,665,441

For common stock, fair value was determined by the closing price of the primary exchanges and was
included in Level 1 for those that are actively traded.

For US. and Canadian government, Canadian provincial, Corporate debt and foreign government
obligations, the primary source for pricing is derived from dealer and broker quotes and was included in

Levels | and 2, respectively.

(Continued)




SCOTIA CAPITAL (USA) INC.
(A Wholly Owned Subsidiary of Scotia Capital Inc.)

Notes to Statement of Financial Condition
October 31, 2008

(13) Off-Balance-Sheet Credit Risk

As a securitics broker and dealer, the Company is engaged in securities trading and brokerage activities
with a diverse group of domestic and foreign corporations, governments, and institutional investors,
including other brokers and dealers, commercial banks, insurance companies, pension plans, mutual funds,
and other financial institutions. The Company’s customer securities activities are processed on a delivery
versus payment and receipt versus payment basis. In accordance with industry practice, the Company
records these transactions on a seltlement-date basis, which is generally one business day for
U.S. Government securities transactions and three business days for equity and debt securities transactions.

As a result, the Company is exposed to risk of loss on these transactions in the event of the customer’s
inability to meet the terms of the contracts, in which case, the Company may be required to purchase or sell
the underlying securities at prevailing market prices. In connection with the Company’s customer and
proprietary financing and securities settlement activities, the Company pledges securities as collateral in
support of various secured financing sources such as bank loans, and securities loaned. In the event the
counterparty is unable to meet its contracted obligation to return securities pledged as collateral, the
Company may be exposed to the risk of acquiring securities at prevailing market prices in order to satisfy
its obligations. The Company controls this risk by monitoring the market value of securities pledged on a
daily basis and by requiring adjustments of collateral levels in the event of excess market exposure. At
October 31, 2008, the market value of securities pledged under these secured financing transactions
approximated the amount due, which is recorded as securities loaned in the statement of financial
condition.

As a securities broker and dealer, the Company is engaged in various securities trading and brokerage
activities as principal. In the normal course of business, the Company has sold securities that it does not
currently own and will, therefore, be obligated to purchase such securities at a future date. The Company
has recorded this $110,665,441 obligation in the accompanying financial statements at the October 31,
2008 fair value of the related securities. The Company will incur a trading loss on the securities if the
market price increases, and a trading gain if the market price decreases subsequent to October 31, 2008. In
security sales transactions, the Company is subject to risk of loss if the security is not received and the
market value has increased over the contract amount of the transaction.

As a securities broker and dealer, the Company is engaged in various securities trading activities and
substantially all of the Company’s financial assets and liabilities are carried at market value.
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KPMG LLP
345 Park Avenus
New York, NY 10154

Report on Internal Control Required by SEC Rule 17a-5

The Board of Directors
Scotia Capital (USA) Inc.:

In planning and performing our audit of the financial statements of Scotia Capital (USA) Inc.
(the Company) (a wholly owned subsidiary of Scotia Capital Inc.), for the year ended October 31, 2008, n
accordance with auditing standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (internal control} as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control. Accordingly, we do not
express an opinion on the effectiveness of the Company's internal control.

Also, as required by Rule 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 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 indebtedness and net capital under rule 17a-3(a)(11)
and the reserve required by rule 15¢3-3(e).

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Ruile 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.

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 and maintaining 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 the preparation of financial statements in
conformity with U.S. generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of
the practices and procedures listed in the preceding paragraph.
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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
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstaternents
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 were
adequate at October 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,
the Financial Industry Regulatory Authority, 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.

KPP LLP

December 2, 2008
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