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OATH OR AFFIRMATION

I, J. Christian Baker, III , swear (or affirm) that, to the best of my
knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Abshier, Webb, Donnelly & Baker, Inc. , as of
December 31 ,20 08 , are true and correct. I 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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**(' % Notary Public, State of Texas | v‘%
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Title

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

| (a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

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

(j) 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.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

[} (0) Independent auditor’s report on the internal control as required by SEC rule 17a-5.
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*xFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PHILLIP V. GEORGE, PLLC

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Abshier, Webb, Donnelly & Baker, Inc.

We have audited the accompanying statement of financial condition of Abshier, Webb, Donnelly
& Baker, Inc. as of December 31, 2008, and the related statements of income, changes in
stockholder’s equity, 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 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 financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Abshier, Webb, Donnelly & Baker, Inc. as of December 31, 2008, and
the results of its operations and its 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 and II 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.

:’F‘k _ Y Yy
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PHILLIP V. GEORGE, PLLC

Irving, Texas
March 23, 2009
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ABSHIER, WEBB, DONNELLY & BAKER, INC.
Statement of Financial Condition

December 31, 2008
ASSETS
Cash $ 21,999
Commissions receivable 4,734
Restricted marketable securities 8,988
Clearing deposit 25,000
TOTAL ASSETS $ 60,721

LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities

Management fee payable to Parent $ 4,692
Stockholder's Equity

Preferred stock, $1 par value, 500,000 shares authorized,

none issued and outstanding $ -
Common stock, $1 par value, 1,500,000 shares authorized,

1,000 shares issued and outstanding 1,000
Additional paid-in capital 49,000
Retained earnings 6,029
Total Stockholder's Equity 56,029
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 60,721

See notes to financial statements. 2



ABSHIER, WEBB, DONNELLY & BAKER, INC.
Statement of Income
Year Ended December 31, 2008

Revenue

Investment banking $ 1,059,742
Securities commissions 373,493
Other revenue 22,487
TOTAL REVENUE 1,455,722
Expenses

Compensation and related costs 39,250
Clearing and other charges 33,200
Communications 5,875
Occupancy and equipment costs 6,003
Management fees to Parent 1,323,524
Regulatory fees and expenses 11,661
Professional fees 13,116
Other expenses 579
TOTAL EXPENSES 1,433,208
Net income before other loss 22,514
Other Loss

Unrealized loss on restricted marketable securities 15,525
NET INCOME $ 6,989

See notes to financial statements. 3



ABSHIER, WEBB, DONNELLY & BAKER, INC.
Statement of Changes in Stockholder's Equity
Year Ended December 31, 2008

Retained
Additional Earnings/
Common Common Paid-in (Accumulated
Shares Stock Capital Deficit) Total

Balances at

December 31, 2007 1,000 $ 1,000 $ 49,000 $ (960) $ 49,040

Net income - - - 6,989 6,989
Balances at

December 31, 2008 1,000 $ 1,000 $ 49,000 $ 6,029 $ 56,029

See notes to financial statements. 4



ABSHIER, WEBB, DONNELLY & BAKER, INC.
Statement of Cash Flows
Year Ended December 31, 2008

Cash flows from operating activities:
Net income $ 6,989
Adjustments to reconcile net income to net cash
provided by operating activities:

Restricted marketable securities received for services performed (24,513)
Unrealized loss on restricted marketable securities 15,525
Changes in assets and liabilities
Decrease in commissions receivable 30,288
Decrease in management fee payable (12,819)
Net cash provided by operating activities 15,470
Net increase in cash 15,470
Cash at beginning of year 6,529
Cash at end of year ' $ 21,999

Supplemental Disclosures of Cash Flow Information:
There was no cash paid during the year for interest or income taxes.
Non-cash investing activity:

The Company received restricted marketable securities with a fair value of $24,513 dur
the year for performance of investment banking services.

See notes to financial statements. 5



Note 1

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Notes to Financial Statements

- Nature of Business and Summary of Significant Accounting Policies

Nature of Business:

Abshier, Webb, Donnelly & Baker, Inc., (Company), is a Texas corporation and is a
registered broker dealer maintaining its only office in Houston, Texas. The
Company is a wholly owned subsidiary of Abshier, Webb, Donnelly & Baker, LLC
(Parent). The Company is registered as a broker/dealer with the Securities and
Exchange Commission (SEC) and is a member of the Financial Industry Regulatory
Authority (FINRA). The Company’s customers are primarily individuals located in
the state of Texas.

The Company operates pursuant to section (k)(2)(ii) exemptive provisions of Rule
15¢3-3 of the Securities Exchange Act of 1934, and accordingly, is exempt from the
remaining provisions of that Rule. The Partnership does not hold customer funds or
securities, but as an introducing broker or dealer, will clear all transactions on behalf
of customers on a fully disclosed basis through a clearing broker/dealer. The clearing
broker/dealer carries all of the accounts of the customers and maintains and
preserves all related books and records as are customarily kept by a clearing
broker/dealer. Under these exemptive provisions, the Computation for Determination
of Reserve Requirements and Information Relating to the Possession and Control
Requirements are not required.

Significant Accounting Policies:

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

Fair Value of Financial Instruments

Effective January 1, 2008, the Company adopted the provisions of SFAS No. 157,
“Fair Value Measurements”, which were effective for fiscal years beginning after
November 15, 2007 and for interim periods within those years. This statement
defines fair value, establishes a framework for measuring fair value and a three level
hierarchy for fair value measurement, and expands the related disclosure
requirements. The statement indicates, among other things, that a fair value
measurement assumes that the transaction to sell an asset or transfer a liability occurs
in the principal market for the asset or liability or, in the absence of a principal
market, the most advantageous market for the asset or liability based on an exit price
model. The adoption of SFAS No. 157 did not have a significant impact of the
Company’s financial condition or results of operations.
6



Note 1

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Notes to Financial Statements

- Nature of Business and Summary of Significant Accounting Policies (continued)

Fair Value of Financial Instruments (continued)

The fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value into three broad levels:

o Level 1 inputs are quoted prices (unadjusted) in active markets for identical
assets or liabilities the Company has the ability to access.

o Level 2 inputs are inputs (other than quoted prices included within level 1) that
are observable for the asset or liability, either directly or indirectly.

e Level 3 are unobservable inputs for the asset or liability and rely on
management’s own assumptions about the assumptions that market participants
would use in pricing the asset or liability. (The unobservable inputs should be
developed based on the best information available in the circumstances and may
include the Company’s own data.)

Cash and cash equivalents, commissions receivable and management fee payable to
Parent are short-term in nature and accordingly are reported in the statement of
financial condition at fair value or carrying amounts that approximate fair value.
Restricted marketable securities are recorded at fair value accordance with SFAS No.
157.

In February 2007, the FASB issues SFAS No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities — Including an Amendment of FASB
Statement No. 115”. SFAS No. 159 permits an entity to measure financial
instruments and certain other items at estimated fair value. Most of the provisions of
SFAS No. 159 are elective; however, the amendment to SFAS No. 115, “Accounting
for Certain Investments in Debt and Equity Securities”, applies to entities that own
trading and available-for-sale securities. The fair value option created by SFAS No.
159 permits and entity to measure eligible items at fair value as of specified election
dates. The fair value option (a) may generally be applied instrument by instrument,
(b) is irrevocable unless a new election date occurs, and (c¢) must be applied to the
entire instrument and not to only a portion of the instrument. The provisions of
SFAS No. 159 were effective for the Company on January 1, 2008. The adoption of
SFAS No. 159 did not have a significant impact of the Company’s financial
condition or results of operations.

Restricted Marketable Securities

Restricted marketable securities are held for investment purposes. The securities are
restricted due to investment letter restrictions, but part of a class of publically traded
securities. The increase or decrease in fair value is credited or charged to operations.



Note 1

Note 2

Note 3

Note 4

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Notes to Financial Statements

- Nature of Business and Summary of Significant Accounting Policies (continued)

Investment Banking Fees

The Company recognizes investment banking fees when earned under the respective
agreements.

Security Transactions

Security transactions and the related commission revenue and expense are recorded
on a trade date basis.

Transactions with Clearing Broker Dealer

The agreement with the clearing broker/dealer provides for clearing charges at a
fixed rate multiplied by the number of tickets traded by the Company. The
agreement also requires the Company to maintain a minimum of $25,000 as a
deposit in an account with the clearing broker/dealer.

Net Capital Requirements

The Company is subject to the SEC uniform net capital rule (Rule 15¢3-1), which
requires the maintenance of a minimum amount of net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to
1. Rule 15¢3-1 also provides that equity capital may not be withdrawn or cash
dividends paid if the resulting net capital ratio would exceed 10 to 1. At December
31, 2008, the Company had net capital and net capital requirements of $47,041 and
$5,000, respectively. The Company’s net capital ratio was 0.10 to 1.

Restricted Marketable Securities/Fair Value of Financial Instruments

Restricted marketable securities consist of restricted equity securities with a fair
value totaling $8,988, cost of $24,513, accumulated unrealized losses of $15,525,
and unrealized loss for the year ended December 31, 2008 of $15,525.

In accordance with FASB 157, the following table summarizes the valuation of the
Company’s investments by the fair value hierarchy levels as of December 31, 2008.

Level 1 Level 2 Level 3 Total

Restricted Marketable
Securities $ - $ 8988 $ - $§ 8,988




Note 5

Note 6

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Notes to Financial Statements

Income Taxes

The Company is not included in the federal income tax return of the Parent. The
Company’s current year taxable income was offset by prior years net operating
losses. The Company does not have any net operating loss carryforward remaining
available to offset future taxable income at December 31, 2008.

In December 2008, the Financial Accounting Standards Board issued FASB Staff
Position (FSP) FIN 48-3, “Effective Date of FASB Interpretation No. 48 for Certain
Nonpublic Enterprises.” FSP FIN 48-3 permits an entity within its scope to defer the
effective date of FASB Interpretation 48 (Interpretation 48), Accounting for
Uncertainty in Income Taxes, to its annual financial statements for fiscal years
beginning after December 15, 2008. The Company has elected to defer the
application of Interpretation 48 for the year ending December 31, 2008. The
Company evaluates its uncertain tax positions using the provisions of FASB
Statement 5, Accounting for Contingencies. Accordingly, a loss contingency is
recognized when it is probable that a liability has been incurred as of the date of the
financial statements and the amount of the loss can be reasonably estimated. The
amount recognized is subject to estimate and management judgment with respect to
the likely outcome of each uncertain tax position. The amount that is ultimately
sustained for an individual uncertain tax position or for all uncertain tax positions in
the aggregate could differ from the amount recognized. The Company has no loss
contingency recognized at December 31, 2008.

Related Party Transactions

The Company and its Parent are under common control and the existence of that
control creates operating results and financial position significantly different than if
the Companies were autonomous.

The Parent and the Company have entered into a services agreement, with the most
recent amendment in December 2007 (Agreement). The Agreement requires the
Parent to provide administrative services, office space, office equipment and
supplies, payroll, marketing, sales, legal and accounting services and pay the other
administrative and overhead expenses of the Company. The Agreement requires the
Company to pay a proportional allocation services fee of $55,000, as base
compensation for the proportional costs incurred by Service Company on behalf of
$55,000 per month, plus additional amounts for overhead expenses incurred. Fees
are invoiced monthly and totaled $1,323,524 for the year ended December 31, 2008,
of which $4,692 is payable at December 31, 2008. The Agreement was not

consummated on terms equivalent to arms length transactions.

The Company paid management fees to the Parent totaling $22,487 for the year
ended December 31, 2008.



ABSHIER, WEBB, DONNELLY & BAKER, INC.
Notes to Financial Statements

Note 7 - Off-Balance-Sheet Risk and Concentration of Credit Risk

Note 8 -

As discussed in Note 1, the Company’s customers’ securities transactions are
introduced on a fully disclosed basis with its clearing broker/dealer. The clearing
broker/dealer carries all of the accounts of the customers of the Company and is
responsible for execution, collection and payment of funds, and receipt and delivery
of securities relative to customer transactions. Off-balance-sheet risk exists with
respect to these transactions due to the possibility that customers may be unable to
fulfill their contractual commitments wherein the clearing broker/dealer may charge
any losses it incurs to the Company. The Company seeks to minimize this risk
through procedures designed to monitor the credit worthiness of its customers and
that customer transactions are executed properly by the clearing broker/dealer.

The Company has commissions receivable, restricted marketable securities and
clearing deposit held by or due from the Company’s clearing broker/dealer totaling
$38,722, or approximately 64%, of its total assets.

Contingencies

There are currently no asserted claims or legal proceedings against the Company,
however, the nature of the Company's business subjects it to various claims,
regulatory examinations, and other proceedings in the ordinary course of business.
The ultimate outcome of any such action against the Company could have an adverse
impact on the financial condition, results of operations, or cash flows of the
Company

10



Schedule 1

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Computation of Net Capital and Aggregate Indebtedness
Pursuant to Rule 15¢3-1

December 31, 2008
Total stockholder's equity qualified for net capital $ 56,029
Deductions and/or charges
Non-allowable assets:
Restricted marketable securities 8,988
Net Capital $ 47,041
Aggregate indebtedness
Management fee payable to Parent $ 4,692

Computation of basic net capital requirement
Minimum net capital required (greater of $5,000 or

6 2/3% of aggregate indebtedness) $ 5,000
Net capital in excess of minimum requirement $ 42,041
Ratio of aggregate indebtedness to net capital 0.10to 1

11



Schedule I1

ABSHIER, WEBB, DONNELLY & BAKER, INC.
Reconciliation of the Computation of Net Capital
with that of the Registrant as
Filed in Part ITA of Form X-17a-5
As of December 31, 2008

Net capital as reported by Registrant in Part IIA of Form X-17a-5

as of December 31, 2008 (unaudited) $ 55,853
Adjustments made by Registrant prior to filing Amended Form X-17a-5:

Increase in cash 4

Increase in commissions receivable 675

Increase in management fee payable to Parent (1,851)

Restricted marketable securities considered non-allowable (8,988)

Elimination of haircut taken on restricted marketable securities 1,348
Net capital as computed on Schedule I $ 47,041

12



PHILLIP V. GEORGE, PLLC

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17A-5(G)(1)

Board of Directors
Abshier, Webb, Donnelly & Baker, Inc.

In planning and performing our audit of the financial statements of Abshier, Webb, Donnelly &
Baker, Inc. (the Company), as of and for the year ended December 31, 2008 in 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 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 (or aggregate debits) 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 and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

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 generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

13
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Because of inherent limitations in internal 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.

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 December 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, 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.
[l v A e

PHILLIP V. GEORGE, PLLC

Irving, Texas
March 23, 2009
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