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OATH OR AFFIRMATION

Lynn Koczera swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Evolve Securities Inc as

December 31 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 customer except as follows
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INDEPENDENT AUDITORS REPORT

The Board of Directors

Evolve Securities Inc

Cordova Tennessee

We have audited the accompanying statement of financial condition of Evolve Securities Inc

wholly-owned subsidiary of Evolve Financial Group Inc as of December 31 2008 and the

related statements of operations 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 Companys 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 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Evolve Securities Inc as of December 31 2008 and the results of its

operations and its cash flow for the year then ended in conformity with accounting principles

generally accepted in the United States of America

Our audit was made for the purpose of forming an opinion on the basic financial statements

taken as whole The information contained in Schedules II and III is presented for purpose of

additional analysis and is not required part of the basic financial statements but is

supplementary information required by Rule 7a-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 whole

Memphis Tennessee

February 23 2009

ALABAMA ARIZONA LOUISIANA MISSISSIPPI TENNESSEE



EVOLVE SECURITIES INC
Statement of Financial Condition

December 31 2008

ASSETS

Cash 245413

Deposits with clearing brokers 100724

Receivables 56124

Prepaid expenses 39789

Furniture and equipment net 34729

Intangibles net 68679

Other 19311

Total assets 564769

LIABILITIES AND STOCKHOLDERS EQUITY

Accounts payable 11530

Accrued expenses 217755

Total liabilities 229285

Stockholders equity

Preferred stock $.0001 par value authorized 1500 shares

Common stock $.0001 par value authorized 1500 shares

1000 shares issued 10

Additional paid-in capital 2389908

Retained deficit 2054434

Total stockholders equity 335484

Total liabilities and stockholders equity 564769

See accompanying notes



EVOLVE SECURITIES INC
Statement of Operations

December 31 2008

Revenues

Commissions on securities transactions 3123072

Interest and other income 43215

Total revenues 3166287

Expenses

Commissions 1972318

Employee compensation and benefits 595062

Regulatory fees 62641

Clearing expenses 247693

Technology expenses 124815

Occupancy and equipment 70188

Professional fees 106430

Amortization of intangibles 13596

Other 181502

Total expenses 3374245

Net loss 207958

See accompanying notes



EVOLVE SECURITIES INC
Statement of Changes in Stockholders Equity

December 31 2008

Common Paid-in Retained

Stock Capital Deficit Total

Balance at January 2008 10 2199908 $1846476 353442

Capital contributions by parent 190000 190000

Net loss 207958 207958

Balance at December 31 2008 10 2389908 $2054434 335484

See accompanying notes



EVOLVE SECURITIES INC
Statement of Changes in Liabilities Subordinated to Claims of General Creditors

December 31 2008

Subordinated liabilities at January 2008

No activity during year

Subordinated liabilities at December 31 2008

See accompanying notes



EVOLVE SECURITIES INC
Statement of Cash Flows

December 31 2008

Cash flows from operating activities

Net loss 207958

Adjustments to reconcile net loss to cash used by

operating activities

Depreciation 3300

Amortization of intangibles 13596

Changes in operating assets and liabilities

Deposits with clearing brokers 339
Receivables 18648

Prepaid expenses 14317
Other 16961
Accounts payable 9041
Accrued expenses 126171

Net cash used by operating activities 86901

Cash flows from investing activities

Purchase of furniture and equiptment 23588
Asset purchase Note 6989

Net cash used by investing activites 30577

Cash flows from financing activities

Capital contributions by Parent 190000

Net increase in cash 72522

Cash beginning of period 172891

Cash end of period 245413

Supplemental cash flow disclosures

Cash paid for interest

Cash paid for income taxes

See accompanying notes



EVOLVE SECURITIES INC
Year Ended December 31 2008

NOTES TO FINANCIAL STATEMENTS

Note Nature of Business

Evolve Securities Inc the Company is broker-dealer registered with the Securities and

Exchange Commission SEC and is member of the Financial Industry Regulatory Authority

FINRA The Company is Delaware corporation that is wholly-owned subsidiary of

Evolve Financial Group Inc the Parent

The Company offers accounts on ftilly disclosed basis through contractual agreements with

clearing brokers Accordingly the Company operates under the exceptive provisions of SEC rule

5c3-ck2ii

The Company was incorporated on February 2004 and was in the development stage through

December 31 2005 The year 2006 was the first year during which the Company was considered

an operating company and no longer in the development stage

Note Summary of Significant Accounting Policies

Commissions

Commissions and related clearing expenses are recorded on trade date basis as securities

transactions occur

Long-lived Assets

Furniture and equipment are stated at cost less accumulated depreciation computed by the

straight-line method over the estimated useful lives of the assets Costs of replacements or

improvements are capitalized while expenditures for maintenance and repairs are charged to

expense as incurred

Goodwill included in intangibles represents the excess of the purchase price over the fair value

of identifiable net assets acquired in an acquisition accounted for using the purchase method At

December 31 2008 the Company has goodwill in the amount of $10000 as result of the

acquisition of certain assets of broker-dealer in April 2006

Identifiable intangible assets included in intangibles consist of various intangible assets i.e

customer accounts mutual fund agreements licensing and non-compete agreements totaling

$100489 that are being amortized using the straight-line method over various lives

Accumulated amortization was $41810 at December 31 2008



EVOLVE SECURITIES INC
Year Ended December 31 2008

NOTES TO FINANCIAL STATEMENTS

Note Continued

The Company reviews its long-lived assets for impairment whenever events or circumstances

indicate that the carrying amount of an asset may not be recoverable or may be impaired In

addition goodwill is reviewed for impairment annually For long-lived assets other than

goodwill if the sum of the expected cash flows undiscounted and without interest is less than

the carrying amount of the asset an impairment loss is recognized as the amount by which the

carrying amount of the asset exceeds its fair value For goodwill if the carrying amount of

goodwill exceeds the implied fair value of goodwill as defined by SFAS No 142 an

impairment loss is recognized in an amount equal to the excess

Start-Up Expenses

Start-up expenses and organization costs incurred in organizing and capitalizing the Company

obtaining regulatory approvals and preparing for commencement of operations have been

expensed for financial statement purposes The costs and expenses are being amortized over

fifteen years for income tax purposes

Advertising

Advertising costs are expensed as incurred Advertising expense totaled $9508 for the year

ended December 31 2008

Income Tax

The Company is included in consolidated income tax returns filed by the Parent Income taxes

are calculated as if the companies filed on separate return basis and the amount of current tax

or benefit calculated is remitted to or received from the Parent The amount of current and

deferred taxes payable or refundable is recognized as of the date of the financial statements

utilizing currently enacted tax laws and rates Deferred tax expenses or benefits are recognizable

in the financial statements for the changes in deferred tax liabilities or assets between years

Use of Estimates

The preparation of the Companys financial statements in conformity with generally accepted

accounting principles requires management to make estimates and assumptions that affect

reported amounts of 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 these estimates



EVOLVE SECURITIES INC
Year Ended December 31 2008

NOTES TO FINANCIAL STATEMENTS

Note Furniture and Equipment

summary of furniture and equipment follows

Furniture and equipment 40218

Less accumulated depreciation 5489

34729

Note Net Capital Requirements

As registered broker-dealer the Company is subject to the SEC Uniform Net Capital Rule rule

5c3 -1 which requires the maintenance of minimum net capital and requires that the ratio of

aggregate indebtedness to net capital both as defined shall not exceed 15 to At December 31

2008 the Company had net capital of $139339 which was $94339 in excess of its required

net capital of $45000

Note Income Taxes

The components of deferred income taxes are as follows

Deferred tax assets

Start-up expenses 237000

Net operating loss carry forward 461000

698000

Deferred tax liabilities

Valuation allowance 698000

Net deferred tax asset

valuation allowance of $698000 at December 31 2008 has been provided to eliminate the

deferred tax assets related to operations on the Company In future periods management will

continue to assess the amount of tax benefit it will realize from loss carry forwards and

deductible temporary differences and adjust the allowance accordingly At December 31 2008

the Company has net operating loss carry forwards of approximately $1356000 which will

expire through 2027 if not used



EVOLVE SECURITIES INC
Year Ended December 31 2008

NOTES TO FINANCIAL STATEMENTS

Note Leases

The Company leases office space in Dallas Texas under an agreement which expires in

December 2012 and office space in Austin Texas under an agreement which expires in

December 2013 The Company subleases portion of the space on month to month basis for

$6000 per month Rent expenses for 2008 was $95630 and sublease income was $44007

Future minimum lease payments as of December 31 2008 are as follows

2009 156979

2010 163618

2011 170258

2012 176897

2013 77208

Total 744960

Note Related Party Transactions

Accounts receivable includes related party transactions with subsidiaries of the Parent including

$2600 from Evolve Bank Trust and $1404 from AFS Investment Advisors These amounts

represent shared rent and technology expenses receivable from related parties The amounts are

payable upon demand and no interest is being charged

The Company reimbursed Evolve Financial Group Inc for certain allocated overhead and

administrative expenses These expenses generally consist of salaries technology and other

corporate facilities costs Evolve Financial Group Inc provides administrative accounting and

other services to the Company The allocations of expenses have been based primarily on the

proportionate share of the expenses shared with the other subsidiaries of Evolve Financial Group

Inc and are usually one-third of the total expense The Company paid Evolve Financial Group

Inc $69368 for shared services during 2008

The Company reimbursed Evolve Bank Trust subsidiary of Evolve Financial Group Inc

for certain allocated overhead and administrative expenses These expenses generally consist of

legal rent data processing services and other corporate facilities costs Evolve Bank Trust

provides administrative and other services to the Company The allocations of expenses have

been based primarily on the proportionate share of the expenses shared with the other

subsidiaries of Evolve Financial Group Inc and are usually one-third of the total expense The

Company paid Evolve Bank Trust $72319 for shared services during 2008

10



EVOLVE SECURITIES INC
Year Ended December 31 2008

NOTES TO FINANCIAL STATEMENTS

Note Business Combinations

In April 2008 the Company and the Parent closed on the asset purchase of AFS Brokerage Inc

AFSB Colorado corporation located in Austin Texas As result of the acquisition the

Company expects to expand its market penetration in Texas Colorado Nebraska and other

states reduce costs through economies of scale increase volume and profitability and provide

better service to affiliated companies Total consideration paid by the Company consisted of

fixed consideration of one dollar and additional contingent consideration In accordance with

FASB Statement of Financial Accounting Standards No 141 Business Combinations the

Company does not accrue contingent consideration obligations prior to the attainment of the

objectives when the contingency amount cannot be determined beyond reasonable doubt

Contingent consideration included in the purchase agreement consists of up to 40500 shares of

common stock in Evolve Financial Group Inc 45000 warrants to purchase common stock in

Evolve Financial Group Inc and contingent earn-out based upon gross profit over seven years

as defined in the purchase agreement The asset being purchased is customer list which will be

recorded as an intangible asset Since the value of the customer list intangible is based on

contingent consideration the purchase price allocation and amortization period has not been

finalized Amounts recorded for the contingent earn-out for the fiscal year 2008 totaled $6989

Note Other Matters

The Company has incurred significant losses since inception Management has taken certain

steps to ensure that the Company will continue as going concern including efforts to increase

commission revenues and reduce overhead and administrative costs Managements earnings and

cash flow projections indicate that additional capital infusions may be necessary in order for the

Company to remain adequately capitalized in the future There can be no assurance as to the

availability or terms upon which additional capital might be available

11
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EVOLVE SECURITIES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

December 31 2008

NET CAPITAL

Total stockholders equity 335484

Liabilities subordinated to claims of general creditors

allowable in computation of net capital

Total capital and allowable subordinated liabilities 335484

Deductions and/or charges for nonallowable assets

Receivables 31083

Prepaid expenses 39789

Furniture and equipment 34729

Intangibles 68679

Rent deposit 16545

Petty cash 500

Other 2766

Total nonallowable assets 194091

Other deductions 2054

Total deductions 196145

Net capital 139339

AGGREGATE INDEBTEDNESS

Liabilities from statement of financial condition 229285

Total aggregate indebtedness 229285

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS

Minimum net capital required 45000

Excess net capital 94339

Excess net capital at 1000% 116411

Ratio of aggregate indebtedness to net capital 1.65 to

No material difference exists between the above computation of net

capital under rule 15c3-1 and that filed with the Companys unaudited

December 31 2008 FOCUS report
12



EVOLVE SECURITIES INC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR

BROKER-DEALERS UNDER RULE 15c3-3

SCHEDULE II

Year Ended December 31 2008

The Company is exempt from the provisions of SEC rule 5c3-3 as an introducing broker or

dealer clearing all transactions with and for customers on fully disclosed basis with clearing

broker or dealer and who promptly transmits all customer funds and securities to the clearing

broker or dealer which carries all of the accounts of such customers and maintains and preserves

such books and records pertaining thereto pursuant to the requirements of SEC rules 7a-3 and

17a-4 as are customarily made and kept be clearing broker or dealer This exemption is in

accordance with provisions of SEC rule 5c3-3k2ii

13



EVOLVE SECURITIES INC
INFORMATION RELATING TO THE POSSESSION OR CONTROL REQUIREMENTS

UNDER RULE 15c3-3

SCHEDULE III

Year Ended December 31 2008

The Company is exempt from the provisions of SEC rule 5c3-3 as an introducing broker or

dealer clearing all transactions with and for customers on fully disclosed basis with clearing

broker or dealer and who promptly transmits all customer funds and securities to the clearing

broker or dealer which carries all of the accounts of such customers and maintains and preserves

such books and records pertaining thereto pursuant to the requirements of SEC rules 7a-3 and

7a-4 as are customarily made and kept be clearing broker or dealer This exemption is in

accordance with provisions of SEC rule 5c3-3k2ii

14
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REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5 FOR BROKER DEALER CLAIMING AN

EXEMPTION FROM SEC RULE 15c3-3

The Board of Directors

Evolve Securities Inc

Cordova Tennessee

In planning and performing our audit of the financial statements of Evolve Securities 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 Companys
internal control over financial reporting internal control as 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 Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by rule 17a-5g of the Securities and Exchange Commission SEC we
have made 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-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under rule 17a-3a11 and for determining compliance with the exemptive provisions of rule

l5c3-3 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

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation 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 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 responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

ALABAMA ARIZONA LOUISIANA MISSISSIPPI TENNESSEE

15



Report on Internal Control Required by SEC Rule 7a-5 for Broker

Dealer Claiming an Exemption from SEC Rule 5c3-3

Continued

managements authorization and recorded properly to permit the preparation of financial

statements in confo rmity with generally accepted accounting principles Rule 7a-5g 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 effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report financial data reliably in accordance with generally accepted accounting

principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the

entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identif 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 material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2008 to meet the SECs objectives

This report is intended solely for the information and use of the Company management the

SEC the National Association of Securities Dealers Inc and other regulatory agencies that rely

on rule 7a-5g 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

c512D3Q
Memphis Tennessee

February 23 2009
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