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INDEPENDENT AUDITORS REPORT

To the Managing Member of

Seven Hills Partners LLC

We have audited the accompanying statement of financial condition of Seven Hills Partners LLC the Company
as of December 31 2008 This statement of financial condition is the responsibility of the Companys
management Our 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 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 Companys internal

control over financial reporting Accordingly we express no such opinion An audit also includes examining on

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 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 Seven Hills Partners LLC as of December 31 2008 in conformity with accounting principles

generally accepted in the United States of America

7J
San Francisco California

February 25 2009

An independent turn associated with AGN International Ltd AGN



SEVEN HILLS PARTNERS LLC

STATEMENT OF FINANCIAL CONDITION

December 31 2008

ASSETS

Cash and cash equivalents 5651054

Accounts receivable net 539067

Securities owned at fair value 313318

Other assets 100902

6604341

LIABILITIES AND MEMBERS EQUITY

Liabilities

Due to Parent 990075

Other liabilities 58692

Total liabilities 1048767

Members equity 5555574

6604341

See accompanying notes to statement of financial condition



Nature of Business

Seven Hills Partners LLC the Company was formed as single member limited
liability company in the state of

California on October 2001 The Company is wholly-owned subsidiary of Seven Hills Group LLC the Parent

The Company is broker-dealer registered with the Securities and Exchange Commission the SEC and is also

member of the Financial Industry Regulatory Authority FINRA The Companys operations consist primarily of

providing advice with respect to business transactions mergers and acquisitions and acting as an agent in the

raising of capital through public and private placements of equity and debt securities of its clients

Basis of Presentation

The accompanying financial statements are presented in U.S Dollars and have been prepared in accordance with

accounting principles generally accepted in the United States of America

Cash and Cash Equivalents

The Company considers its investment in money market fund to be cash equivalent During the normal course of

business the Company maintains an account with Charles Schwab Co the Broker At December 31 2008

approximately $2464000 of cash equivalents are held with the Broker and this amount is included in cash and cash

equivalents on the statement of financial condition

Accounts Receivable Net

The Company carries its accounts receivable at cost less an allowance for doubtful accounts On periodic basis

the Company evaluates its accounts receivable and establishes an allowance for doubtful accounts based on

history of past write-offs and collections and current credit conditions As of December 31 2008 the Companys
allowance for doubtful accounts was approximately $124000

Investment Banking Revenues

The Company records investment banking revenues in accordance with the terms contained in its letter agreements

with its clients These terms typically include non-refundable retainer fee which is due upon execution of the

agreement and which may or may not be applied toward subsequent transaction fee or placement fee When

advising client on the sale of some or all of its own stock or assets the purchase of stock or assets of another

company or the combination with or into another business entity the Company charges transaction fee as

compensation for its services rendered in connection with successfully completed transaction The fee recorded

and due upon the consummation of such transaction is usually defined as the greater of an amount determined by

formula based on aggregate transaction value as that term is defined in each agreement or set minimum fee

When assisting client with the public or private placement of its equities or debt the Company charges placement

fee usually expressed as percentage of the capital raised subject to minimum fee that is recorded and due upon

the closing of the placement Additionally the Company provides on-going general financial advice to certain clients

and recognizes the income from such engagements ratably over the period covered under the agreement

.\RTNERS LLC

OF FINANCIAL CONDITION

Nature of business and summary of significant accounting policies



SEVEN HILLS PARTNERS LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION

Nature of business and summary of significant accounting policies continued

Valuation of Investments in Securities and Securities at Fair Value Definition and Hierarchy

The Company adopted the provisions of Statement of Financial Accounting Standards SFAS No 157 Fair

Value Measurements SFAS No 157 effective January 2008 Under SFAS No 157 fair value is defined as

the price that would be received to sell an asset or paid to transfer liability i.e the exit price in an orderly

transaction between market participants at the measurement date

In determining fair value the Company uses various valuation approaches SFAS No 157 establishes fair value

hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and minimizes the

use of unobservable inputs by requiring that the most observable inputs be used when available Observable

inputs are those that market participants would use in pricing the asset or liability based on market data obtained

from sources independent of the Company Unobservable inputs reflect the Companys assumptions about the

inputs market participants would use in pricing the asset or liability developed based on the best information

available in the circumstances The fair value hierarchy is categorized into three levels based on the inputs as

follows

Level Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that

the Company has the ability to access Valuation adjustments and block discounts are not applied to Level

securities Since valuations are based on quoted prices that are readily and regularly available in an active

market valuation of these securities does not entail significant degree of judgment

Level Valuations based on quoted prices in markets that are not active or for which all significant inputs are

observable either directly or indirectly

Level Valuations based on inputs that are unobservable and significant to the overall fair value

measurement

The availability of valuation techniques and observable inputs can vary from security to security and is affected by

wide variety of factors including the type of security whether the security is new and not yet established in the

marketplace and other characteristics particular to the transaction To the extent that valuation is based on

models or inputs that are less observable or unobservable in the market the determination of fair value requires

more judgment Those estimated values do not necessarily represent the amounts that may be ultimately realized

due to the occurrence of future circumstances that cannot be reasonably determined Because of the inherent

uncertainty of valuation those estimated values may be materially higher or lower than the values that would have

been used had ready market for the securities existed Accordingly the degree of judgment exercised by the

Company in determining fair value is greatest for securities categorized in Level In certain cases the inputs

used to measure fair value may fall into different levels of the fair value hierarchy In such cases for disclosure

purposes the level in the fair value hierarchy within which the fair value measurement in its entirety falls is

determined based on the lowest level input that is significant to the fair value measurement

Fair value is market-based measure considered from the perspective of market participant rather than an

entity-specific measure Therefore even when market assumptions are not readily available the Companys own

assumptions are set to reflect those that market participants would use in pricing the asset or liability at the

measurement date The Company uses prices and inputs that are current as of the measurement date including

periods of market dislocation In periods of market dislocation the observability of prices and inputs may be

reduced for many securities This condition could cause security to be reclassified to lower level within the fair

value hierarchy



SEVEN HILLS PARTNERS LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION

Nature of business and summary of significant accounting policies continued

Valuation Techniques

The Company values securities owned that are freely tradable and are listed on national securities exchange or

reported on the NASDAQ national market at their last sales price as of the last business day of the year

Fair value for many over-the-counter OTC contracts is derived using pricing models Pricing models take into

account the contract terms including maturity as well as multiple inputs including where applicable time value

implied volatility equity prices interest rate yield curves prepayment speeds interest rates loss seventies credit

risks credit curves default rates and currency rates

OTC Derivative Contracts

OTC derivative contracts include warrants received in connection with investment banking services

Depending on the underlying security and the terms of the transaction the fair value of certain OTC derivatives

may be able to be modeled using series of techniques including closed-form analytic formulae such as the

Black-Scholes option-pricing model simulation models or combination thereof Certain pricing models do not

entail material subjectivity as the methodologies employed include pricing inputs that are observed from actively

quoted markets as is the case for generic interest rate swap and option contracts In the case of more

established derivative contracts the pricing models used by the Company are widely accepted by marketplace

participants OTC derivatives contracts are generally categorized in Levels or of the fair value hierarchy

Investments in Private ComDanies

Investments in private companies include securities received in connection with investment banking services

The Company values securities owned for which there is no ready market at fair value as determined by the

Companys management Ongoing reviews by the Companys management are based on an assessment of each

underlying investment incorporating valuations that consider the evaluation of financing and sale transactions with

third parties expected cash flows and market-based information including comparable transactions and

performance multiples among other factors These nonpublic investments are included in Level of the fair value

hierarchy

Income Taxes

As single-member LLC the Company is disregarded for federal and state income tax purposes Its income or loss

is reported on the information return of the Parent itself pass-through entity Because the income or loss of the

Company is passed through to and the resulting tax consequences are borne by the Parents various members the

Company does not record provision for income taxes

The Company adopted FASB Staff Position No FIN 48-3 FSP FIN 48-3 which allows certain nonpublic entities

to defer the effective date of FASB Interpretation No 48 Accounting for Uncertainty in Income Taxes FIN 48
until the annual financial statements for fiscal years beginning after December 15 2008 The Company elected to

apply the deferral and will adopt the provisions of FIN 48 effective for the annual financial statements for the year

ending December 31 2009 The Companys accounting policy for evaluating uncertain tax positions during

financial statement periods subject to the deferral of FIN 48 is based on the recognition and disclosure criteria for

loss contingencies under Statement of Financial Accounting Standards SFAS No Accounting for

Contingencies The adoption of FSP FIN 48-3 did not have an effect of the Companys financial statements



SEVEN HILLS PARTNERS LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION

Nature of business and summary of significant accounting policies continued

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America requires the Companys management to make estimates and assumptions that affect the amounts

disclosed in the financial statements The Companys results could differ from those estimates

Net capital requirement

The Company is member of FINRA and is subject to the SEC Uniform Net Capital Rule SEC Rulel5c3-1 the

Rule This Rule requires the maintenance of minimum net capital and that the ratio of aggregate indebtedness to

net capital both as defined shall not exceed 15 to and that equity capital may not be withdrawn or cash dividends

paid if the resulting net capital ratio would exceed 10 to At December 31 2008 the Companys net capital was

approximately $4579000 which was approximately $4509000 in excess of its minimum requirement of

approximately $70000

Fair value measurements

The Companys assets recorded at fair value have been categorized based upon fair value hierarchy in

accordance with SFAS No 157 See Note for discussion of the Companys policies

The following table presents information about the Companys assets measured at fair value as of December 31
2008

Quoted Prices Significant

in Active Other Significant Balance

Markets for Observable Unobservable as of

Identical Assets Inputs Inputs December 31

Level Level Level 2008

Assets

Securities owned at fair

value 31050 2263 280005 313318

The following table presents additional information about Level assets measured at fair value Both

observable and unobservable inputs may be used to determine the fair value of positions that the Company has

classified within the Level category As result the unrealized gains and losses for assets within the Level

category may include changes in fair value that were attributable to both observable e.g changes in market

interest rates and unobservable e.g changes in unobservable long-dated volatilities inputs



SEVEN HILLS PARTNERS LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION

Fair value measurements continued

Changes in Level assets measured at fair value for the year ended December 31 2008

LEVEL

Change in

Unrealized

Gains Losses

Beginning Realized Purchases Net Ending for Investments

Balance Unrealized Sales Transfers Balance still held at

January Gains and In and/or December 31 December 31

2008 Losses Settlements Out of 2008 2008
Assets

Securities owned at fair

value 273004 351724 600000 241275 280005 7001

Realized and unrealized gains and losses are included in loss on securities owned at fair value in the statement of

operations The change in unrealized gain for the year ended December 31 2008 for investments still held at

December 31 2008 of $7001 is reflected in loss on securities owned at fair value on the statement of operations

Concentrations of credit risk

As of December 31 2008 the Company maintained approximately $3187000 of its cash balance in an interest-

bearing deposit account with City National Bank This balance is insured by the Federal Deposit Insurance

Corporation FDIC up to $250000 The Companys management monitors the risk associated with this balance

and does not anticipate any losses from this counterparty Additionally as of December 31 2008 the Company
maintained approximately $2464000 of its cash balance in dividend-earning money market fund held at the

Broker that is not FDIC insured The Company does not consider the risk associated with this money market fund

to be significant though it has taken the required two percent haircut on its balance in computing net capital

Exemption from Rule 15c3-3

The Company is exempt from the SEC Rule 5c3-3 pursuant to the exemptive provision under k2i provided that

it does not otherwise hold funds or securities for or owe money or securities to customers and if necessary
effectuates all financial transactions with customers through Special Account for the Exclusive Benefit of

Customers



Due to Parent

During 2008 the Parent made payments for various expenses related to the business of the Company There was
no expense-sharing agreement between the Parent and the Company in effect during 2008 and the Company is

required to reimburse the Parent for these expenses The Company records these expenses when incurred and

posts the corresponding liability
to the account due to Parent During 2008 the Company reimbursed the Parent

approximately $9890000 for expenses paid by the Parent As of December 31 2008 the Company owed the

Parent approximately $990000 for such expenses This liability is included on the statement of financial condition

ARTNERS LLC

OF FINANCIAL CONDITION

Related party transactions


