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OATH OR AFFIRMATION
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INDEPENDENT AUDITORS REPORT

Board of Directors

SAFDIE Investment Services Corp

We have audited the accompanying statement of financial condition of SAFDIE Investment Services Corp the

Company as of December 31 2008 This statement of financial condition is the responsibility of the Companys

management Our responsibility is to express art 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 of the statement of financial condition 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 SAFDIE Investment Services Corp as of December 31 2008 in conformity with accounting

principles generally accepted in the United States of America

q-/4
Roseland New Jersey

February 24 2009

An independent firm associated with AGN International Ltd AGN



SAFDIE Investment Services Corp

Statement ofFinancial Condition

December 31 2008

Assets

Cash 809989

Cash segregated pursuant to Federal regulations 625549

Investment in Financial Partners Capital Management 1141957

Receivables from clearing brokers 1394543

Securities owned at fair value 865058

Receivable from customers 260325

Fixed assets net of accumulated depreciation of $775741 102961

Prepaid expenses 47930

Security deposits 28286

Accounts receivable 354862

Other assets 2522

Total assets 5633982

Liabilities and stockholders equity

Liabilities

Payables to customers 41866
Accrued expenses 1060441

Other liabilities 1278

Total liabilities 1103585

Stockholders equity

Common stock 100 shares authorized issued and outstanding

$0.01 par value

Additional paid-in capital 24700393

Accumulated deficit 20169997
Total stockholders equity 4530397

Total liabilities and stockholders equity 5633982

See accompanying notes to financial statements



SAFDIE Investment Services Corp

Notes to Financial Statements

Organization

SAFDIE Investment Services Corp the Company is broker-dealer and investment

advisor registered with the Securities and Exchange Commission SECand is member

of the Financial Industry Regulatory Authority Inc F1NRA The Company was

incorporated on April 14 2000 in the state of New York and was registered as broker dealer

on January 82001

The Company provides traditional brokerage services for customers in equities corporate

debt mutual funds government securities municipal securities and unit investment trusts

The Company clears its securities transactions on fully disclosed basis through National

Financial Services LLC National Financial Services LLC is referred to as the clearing

broker However as of December 31 2008 the Company continues to cany customer

positions in certain mutual funds on an omnibus basis

The Company is owned by Multifinance SA subsidiary of Banque SafdiØ SA of Geneva

Switzerland The Company is wholly dependent on the continued support of Multifinance

SA

Significant Accounting Policies

Use ofEstimates

The preparation of financial statements in conformity with accounting principles generally

accepted in the United States requires management to make estimates and assumptions that

affect reported amounts in the financial statements and accompanying notes Actual results

could differ from those estimates

Cash and Cash Equivalents

The Company considers money market accounts to be cash equivalents

Securities Owned at Fair Value and Valuation

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 defmed 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



SAFD1I Investment Services Corp

Notes to Financial Statements continued

Significant Accounting Policies continued

Securities Owned at Fair Value and Valuation continued

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 Fund 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



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Significant Accounting Policies continued

Securities Owned at Fair Value and Valuation continued

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

Valuation Techniques

The Company values investments in securities and securities sold short 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

Many cash and over-the-counter OTC contracts have bid and ask prices that can be

observed in the marketplace Bid prices reflect the highest price that the marketplace

participants are willing to pay for an asset Ask prices represent the lowest price that the

marketplace participants are willing to accept for an asset For securities whose inputs are

based on bid-ask prices the Funds valuation policies do not require that fair value always be

predetennined point in the bid-ask range The Companys policy for securities traded in the

OTC markets and listed securities for which no sale was reported on that date are valued at

their last reported bid price if held long and last reported asked price if sold short

Fair value for many cash and OTC contracts is derived using pricing models Pricing models

take into account the contract tenns 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

Government Bonds

The fair value of sovereign government bonds is generally based on quoted prices in

active markets When quoted prices are not available fair value is determined based on

valuation model that uses inputs that include interest rate yield curves cross-currency



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Significant Accounting Policies continued

Valuation Techniques continued

Government Bonds continued

basis index spreads and countly credit spreads similar to the bond in terms of issuer

maturity and seniority Sovereign government bonds are generally categorized in Levels

or of the fair value hierarchy

Cornorate Bonds

The fair value of corporate bonds is estimated using recently executed transactions market

price quotations where observable bond spreads or credit default swap spreads The spread

data used are for the same maturity as the bond If the spread data does not reference the

issuer then data that references comparable issuer is used When observable price

quotations are not available fair value is determined based on cash flow models with yield

curves bond or single name credit default swap spreads and recovery rates based on

collateral values as key inputs Corporate bonds are generally categorized in Level of the

fair value hierarchy In instances where significant inputs are unobservable they are

categorized in Level of the hierarchy

Revenue Recognition

Customers securities transactions are reported on settlement date basis with commission

income and profits from riskless principal transactions and the related expenses reported on

trade date basis

Securities transactions and related expenses are recorded on tradedate basis Securities

owned and securities sold not yet purchased are stated at fair value with related changes in

unrealized appreciation and depreciation reflected in principal transactions on the statement

of operations The Company typically transacts riskless principal trades with customers

Mutual fund distribution fees are based on the amount of customer funds deposited Account

maintenance wire transfer and other fees are charged to customer accounts based on

contractual terms or as the service is provided All fee income is recorded on an accrual basis

in the statement of operations

Investment management fees are based upon the value of the customers assets under

management Customers are charged quarterly based on contractual terms All fee income is

recorded on an accrual basis in the statement of operations



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Significant Accounting Policies continued

Equity Methodfbr Investments

For variable interest entities we assess the terms of our interest in the entity to determine if

we are the primary beneficiary as prescribed by FASB Interpretation No 46R Consolidation

of Variable Interest Entities an Inteipretation of Accounting Research Bulletin No 51

Revised FIN 46R The primary beneficiary of variable interest entity is the party that

absorbs majority of the entitys expected losses receives majority of its expected residual

returns or both as result of holding variable interests Variable interests are the ownership

contractual or other pecuniary interests in an entity that change with changes in the fair value

of the entitys net assets excluding variable interests At December 31 2008 the Company
has no variable interest entities in which it is the primary beneficiary

When the Company does not have controlling financial interest in an entity but exerts

significant influence over the entitys operating and financial policies the Company accounts

for its investment in accordance with the equity method of accounting prescribed by

Accounting Principles Board Opinion No 18 The Equity Method of Accounting for

Investments in Common Stock APB 18 This generally applies to cases in which the

Company owns voting or economic interest of between 20 and 50 percent Note

Property and Equipment

Furniture and fixtures computer equipment and computer software and leasehold

improvements are carried at cost net of accumulated depreciation and amortization

Furniture and fixtures and computer equipment are depreciated on straight-line basis over

five years and three years respectively Leasehold improvements are amortized on straight

line basis over the shorter of 10 years or the term of the lease

Rent Expense

Rent is charged to operations by amortizing the minimum rent payments over the term of the

lease using the straight line method

Income Taxes

The Company complies with SFAS 109 Accounting for Income Taxes which requires an

asset and liability approach to financial accounting and reporting for income taxes Deferred

income tax assets and liabilities are computed for differences between the fmancial statement

and tax bases of assets and liabilities that will result in future taxable or deductible amounts



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Significant Accounting Policies continued

Income Taxes continued

based on enacted tax laws and rates applicable to the periods in which the differences are

expected to affect taxable income Valuation allowances are established when necessary to

reduce deferred tax assets to the amount expected to be realized

The Company has adopted FASB Staff Position No 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 fmancial statements for fiscal

years beginning after December 15 2008 The Company has elected to apply the deferral

and will adopt the provisions of FIN 48 effective January 2009 The Companys

accounting policy for evaluating uncertain tax positions during fmancial statement periods

subject to the deferral of FiN 48 is based on the recognition and disclosure criteria for loss

contingencies under SFAS No Accounting for Contingencies

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 and liabilities measured

at fair value as of December 31 2008

In Active Other Significant Balance

Markets for Observable Unobservable As of

Identical Assets Inputs Inputs December 31

Level Level Level 2008

Assets

Certificate of Deposits 147000 147000

U.S Treasury Bonds 229976 229976

U.S corporate bonds 488082 488082

Total 376976 488082 865058

All securities owned are pledged to the clearing brokers under terms which permit the

clearing brokers to sell or re-pledge the securities to others subject to certain limitations



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Receivables from and Payables to Customers

Customer receivables represent amounts due for purchases of securities

Customer payables represent free credit balances funds deposited by customers and or funds

accruing to customers as result of trades or contracts

The Company establishes allowances for any potential losses in customer accounts based

upon an evaluation of the credit risk pertaining to that customer It is the policy of the

Company to monitor the market value of the collateral and request additional collateral when

required Such collateral is not reflected in the accompanying financial statements At

December 31 2008 the Company has determined that no allowance for losses is required.

Receivables from and Payables to Brokers Dealers and Others

At December 31 2008 amounts receivable from brokers dealers and others consisted of

receivables and security deposits held at the Companys clearing broker

Fixed Assets

At December 31 2008 fixed assets consisted of the following

Leasehold improvements 124931

Computer and equipment 704559

Furniture and fixtures 49.2 12

Total fixed assets 878702

Less Accumulated depreciation 775741
Fixed assets net of accumulated depreciation 102961

Income Taxes

The provision benefit for income taxes for the year ended December 31 2008 consists of

the following

Current

Federal

State and local 23633

23633

Deferred

Federal 263149
State and local 153615

416764
Less Valuation allowance 416764

Total 23633



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Income Taxes continued

The Company has deferred tax assets of $7554343 that primarily relate to net operating

losses NOL Due to an IRC Section 382 limitation that stems from the change in

ownership starting in 2005 the NOLs are limited to cumulative $137400 per year These

NOLs will expire by 2025

Any NOLs generated after 1RC Section 382 limitation Post 2005 are not subject to

limitation

valuation allowance has been established to offset the entire deferred tax asset as the

Company believes it is not more likely than not that the deferred tax benefit will be realized

The Companys effective tax rate differs from the federal statutory rate mainly as result of

the effect of the valuation allowance and state and local taxes calculated on the companys

capital base

Commitments Contingencies and Other Off-Balance Sheet Risks

The Company leases office space from Mutual of America Life Insurance Company under

non-cancelable lease extending through November 2011 At December 31 2008 the

Companys future minimum commitments under this lease agreement are approximately as

follows

2009 1100000

2010 1100000

2011 917000

3117000

The Company exited space leased from Mutual of America Life Insurance Company on

December 2005 and moved its operations to lower cost location As result of this

decision in 2005 the Company incurred loss of approximately $1218000 which

represented the present value of its contractual future lease payments related to the building

from which it moved reduced by expected sublease income see below This amount was

calculated in accordance with Financial Accounting Standards Board Statement 146

Accounting for Costs Associated with Exit or Disposal Activities FAS 146

10



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Commitments Contingencies and other Off-Balance Sheet Risks continued

On December 2005 the Company entered into sublease agreement for the above

mentioned space with an unrelated party the subtenant At December 31 2008 the

subtenants future minimum lease payments to the Company are as follows

2009 994000

2010 994000

2011 911000

2899000

At December 31 2008 the remaining unamortized balance of the FAS 146 accrual was

approximately $514000 and is included in accrued expenses on the statement of financial

condition The related accretion totaled approximately $26000 for the year and is included

in occupancy and equipment on the statement of operations The net 2008 occupancy

expense related to the aforementioned office space is approximately $19000

On December 2005 the Company entered into an agreement with Mizuho Securities USA
Inc in which the lease of Mizuho Securities USA mc dated April 25 2002 with Madison 45

LLC was fully assigned to the Company for its new office location The lease extends

through April 2012 As part of the agreement with Miztiho Securities USA Inc Pre Step-

up Monthly Fixed Rent Shortfall Amount of $5780 will be paid through April 2009 at

which point Post Step-up Monthly Fixed Rent Shortfall Amount of $7225 will be paid

through the remainder of the lease term At December 31 2008 the Companys future

minimmncommitments under the lease agreement are approximately as follows

2009 585000

2010 590000

2011 590000

2012 197000

1962000

11



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Commitments Contingencies and other Off-Balance Sheet Risks continued

The minimum commitments by the Company under the lease agreement will be reduced by

the fixed shortfall amount obligations of Mizuho Securities USA Inc and any operating

expense shortfall as per the agreement with the Company for the term of the contract by the

following minimum amounts

2009 81000

2010 87000

2011 87000

2012 36000

291000

In 2008 the Company recognized approximately $94000 in sublease fees from Mizuho

Securities USA Inc

On March 31 2006 the Company entered into three year sublease with Financial Partners

Capital Management for space at the Companys current location The ongoing agreement

calls for monthly payment of $7554 plus 18% of common expenses In 2008 the Company

recognized approximately $103000 in sublease fees from Financial Partners Capital

Management At December 31 2008 the subtenants future minimum lease payments to the

Company is approximately $23000 through 2009

The net 2008 occupancy expense related to the office space above is approximately $454000

and is included on occupancy and equipment on the statement of operations

The Company and Banque Safdie have an Office Service Agreement to pay the Company

quarterly fee in conjunction with sub-lease agreement that the Company has with Akro

Consulting in Florida The Company is not required to make any future minimum lease

payments in conjunction with the sub-lease For the year ended December 31 2008 the

Company has incurred approximately $50000 in occupancy expense related to this office

space

The Company may be involved in litigation and regulatory matters arising in the normal

course of business At December 31 2008 the Company has an arbitration pending

involving former employee At year end the Company could not determine what the

possible outcome would be The arbitration will be resolved by an arbiter assigned by the

Companys regulatory body The legal representation for the Company has indicated that in

their opinion the pending arbitration is meritless and without basis in law or fact

12



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Commitments Contingencies and other Off-Balance Sheet Risks continued

As securities broker-dealer the Company engages in buying and selling securities for

diverse group of customers including institutional and individual investors The Companys

exposure to off-balance sheet credit risk may occur in the event customer the clearing

broker or counterparty does not fulfill its obligation arising from transaction All trades

pending at December 31 2008 were settled without adverse effect on the Companys
financial position

The Company maintains cash balance at financial institution which periodically exceeds

the Federal Deposit Insurance Corporation coverage of $250000 through December 31

2009 The Company has not experienced any loss and believes it is not subject to any

significant credit risk

The Company applies the provision of Financial Accounting Standards Boards

Interpretation No 45 Guarantors Accounting and Disclosure Requirements for Guarantees

Including Indirect Guarantees of Indebtedness of Others FiN 45 which provides

accounting and disclosure requirements for certain guarantees The Company has agreed to

indemnify the clearing brokers without limit for losses that it may sustain from the customer

accounts introduced by the Company At December 31 2008 the Companys liability under

these arrangements is not quantifiable or limited and could exceed the cash and securities it

has posted as collateral However management believes the potential for the Company to be

required to make payments under these arrangements is remote Accordingly no contingent

liability is carried in the statement of financial condition for these arrangements

Investment in Financial Partners Capital Management

On January 2007 the Company entered into Securities Purchase Agreement SPAby

and among the Company an FPCM Class Manager the Manager and Financial

Partners Capital Management LLC FPCMan SEC registered investment advisor located

in New York NY to purchase 2499 Class shares of FPCM which represents 24.99%

ownership percentage for total consideration of $liOO000 The Companys ownership

percentage entitles it to 24.99% of shareholder income which is defined as net income less

provision for management incentive 30% of net revenues and less management salaries

and contractual incentives as described in the SPA

13



SAFDIE Investment Services Corp

Notes to Financial Statements continued

Investment in Financial Partners Capital Management continued

As defined in the SPA the Company has the right 90 days after the third anniversary of the

closing date of the SPA to purchase 3000 Class shares of FPCM from the Manager at

which point the 2499 Class shares initially purchased by the Company will be converted

into Class shares of FPCM and the remaining Class shareholders will be converted into

Class shares the Company can sell all 2499 Class shares back to the Manager at the

price defined in the Unit Holders Agreement the Company has the right to do nothing

and keep the 2499 Class shares If the Company chooses this option the Manager has the

right to buy back the Class shares as specified in the Unit Holders Agreement

Included in the $1100000 of consideration is $1098781 of goodwill Goodwill is reviewed

for possible impairment at least annually consistent with valuation methodologies prescribed

under APB 18 Goodwill is considered impaired if the cariying amount of goodwill exceeds

the implied fair value of goodwill Fair value of the investee is based on considerations of

projected cash flows and assets under management Based on the results of this impairment

assessment there was no impairment recognized during the year ended December 31 2008

The Companys investment in FPCM is accounted for under the equity method of accounting

prescribed by APB 18 Under this method the Companys initial investment in FPCM is

recorded at cost and adjusted by the Companys share of the contributions distributions and

undistributed earnings or losses of the affiliate

The following summary financial data for FPCM as of and for the year ended December 31

2008 was derived from the audited financial statements of FPCM

Current assets 266660

Non-current assets 5611

Current liabilities 160244

Non-current liabilities

Memberst equity 112027

Net revenues 2073576

Net income 264520

For the year ended December 31 2008 the Company recorded income of $61259 for its

24.99% share of the investment in FPCM and is included in equity in earnings of investee on

the statement of operations Of the $61259 $41957 represents receivable from FPCM as

of December 31 2008

14



SAFDIE Investment Services Corp

Notes to Financial Statements continued

10 Related-Party Transactions

In the nonnal course of business the Company provides execution services through

DVP/RVP account that Banque SafdiØ maintains with the Company During the year ended

December 31 2008 the Company earned $180687 in commissions and $798067 from

principal transactions with Banque SafdiØ This income is recorded in commissions and

principal transactions respectively on the statement of operations

During the year the Company received $287395 in fees through Banque SafdiØ and

affiliates for distribution of mutual funds These amounts are recorded in mutual fund

distribution fees on the statement of operations At December 31 2008 the Company has

related receivable from Banque SafdiØ and affiliates for $20292 which is included in

accounts receivable on the statement of financial condition

In accordance with its Cooperation Agreements with Banque Safdie and Multi Finance

S.A the Company receives fees for providing certain investment advisory services For the

year ended December 31 2008 the Company earned fees of $640945 in conjunction with

these agreements These amounts are included in management fees and other on the

statement of operations At December 31 2008 the Company has corresponding receivable

for unpaid fees totaling $139148 which is included in accounts receivable on the statement

of financial condition

11 Net Capital and other Requirements

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital

Rule 15c3-1 the Rule which specifies among other requirements minimum net capital

requirements for registered broker-dealers The Company has elected to compute its net

capital under the alternative method permitted by the Rule which requires that the Company
maintain minimum net capital of $250000 and that equity capital may not be withdrawn or

cash dividends paid if the resulting net capital ratio would exceed 10 to as defined At

December 31 2008 the Company had net capital of approximately $2789000 which

exceeded its minimum requirement of $250000 by approximately $2539000 Under the

clearing arrangement with the clearing brokers the Company is required to maintain certain

minimum levels of net capital At December 31 2008 the Company was in compliance with

all such requirements

The Company has entered into proprietary account of introducing broker-dealer PAIB
agreement with National Financial Services LLC The agreement allows the Company to

consider assets held in its proprietary accounts as allowable assets for purposes of SEC rule

15c3-l

15



SAFDIE Investment Services Corp

Notes to Financial Statements continued

11 Net Capital and other Requirements continued

Certain advances payments and other equity withdrawals are restricted by the provisions of

the rules of the Securities and Exchange Commission

Pursuant to Rule 5c3-3 of the Securities and Exchange Commission the Company may be

required to deposit in Special Reserve Bank Account cash or acceptable equivalents for the

exclusive benefit of customers At December 31 2008 the Company had no reserve

requirement and total of $625549 on deposit in the Companys Special Reserve Bank

Account

12 Employee Benefit Plans

The Company has 401k retirement plan the Plan covering substantially all of its

employees Only full time employees who meet the service requirement period are eligible to

participate in the Plan The Company may make matching contribution on an individual

basis equal to 3% of the contributions made by the participant to the Plan not to exceed 4%
of the employees compensation capped at the personal contribution limit of the employees

compensation up to their eligible limits The Company made contributions that total $53375

for the year ended December 31 2008 This amount is reflected in compensation and benefits

expense on the statement of operations
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