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OATH OR AFFIRMATION

I, Andrew D) Smith , swear (or affirm) that, to the best of '
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

__ Houlihan Smith & Company. |nc , 4as

of December 31 . 2008 . are true and correct. I further swear (or affirm) that l

neither the company aor any partner, proprictor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Signature

AIRLIA YAGNISIS Titl f

SesE 't OFFICIAL SEAL
5 H Notary Public, State of Iliincis

L

Ry y
WQA' //1/ ‘ A /My Coommission Expires
N%b.ié/ s ctober 08, 2012

This report ** cgfitains (check ail applicable boxes):

[X](a) Facing Page.

[X](b) Statement of Financial Condition.

[xl(c) Statement of Income (Loss).

pelcd) Statement of Changes in Financial Condition.

[xl(e} Statement of Changes in Stockholders' Equity of Partners’ or Sole Proprietors’ Capital.

K] Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[x}(g) Computation of Net Capital (including reconciliation of X-17A-5 Part Il filing with this Rule 17a-5(d) report, if applicable).

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

[J() Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

]Gy A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[Jk) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

[x](iy An Oath or Affirmation,

[[Jtm) A copy of the SIPC Suppiemental Report.

[Itn) A report describing any material inadequacies found to exist or found to have existed since the date of the previous aundit.

[xJ(o) Independant Auditors’ Report on Internal Accounting Control.

**For conditions of confidential treatment of ceriain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

The Board of Directors of
Houlthan Smith & Company, Inc.

We have audited the accompanying consolidated statement of financial condition of Houlihan Smith & Company,
Inc. and Subsidiaries as of December 31, 2008, and the related consolidated statement of operations, changes in
shareholders’ equity, changes in liabilities subordinated to claims of general creditors and cash flows for the year
then ended. 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 consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Houlihan Smith & Company, Inc. and Subsidiaries as of December 31, 2008, and the results
of their operations and cash flows 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 consolidated financial statements taken as a
whole. The information contained in the supplemental schedule listed in the accompanying index is presented for
purposes of additional analysis and is not required for a fair presentation of the consolidated financial statements,
but is supplementary information required by Rule 17a-5 of the Securities and Exchange Commission. Such
information has been subjected to the auditing procedures applied in our audit of the consolidated financial
statements and, in our opinion, is fairly stated in all material respects in relation to the consolidated financial

statements taken as a whole.
piier Jofe 8

Greenwood Village, Colorado

January 30, 2009
of
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

YEAR ENDED DECEMBER 31, 2008

ASSETS

Cash and cash equivalents

Receivables from customers

Investment in restricted securities {(Note 1)

Loans to employees

Furniture and equipment, net of accumulated depreciation
of $156,038

Other assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES:
Accounts payable
Deferred revenue
Accrued compensation payable
Accrued ESOP contribution-stock (Note 4)

Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 3, 4 and 5)

SHAREHOLDERS' EQUITY (Note 2):
Preferred stock, $0.001 par value, authorized 10,000 shares,
no shares outstanding
Commoen stock, $0.001 par value, authorized 100,000,000 shares,
1,178,347 shares outstanding
Additional paid-in capital
Retained earnings

Less: Treasury stock (19,669 shares) at cost
Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

The accompanying notes are an integral part of this statement.

$

836,734
1,225,517
150,000
84,061

207,511
48,621

2,552,444

62,944
221,976
149,161

1,075,000

1,509,081

127
1,046,794

1,046,921
(3,558)

1,043,363

2,552,444




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2008

REVENUE:

Business services revenue
Other income

Total revenue

EXPENSES:
Employee compensation and benefits
Advertising, promotion and other
Employee stock ownership plan (Note 4)
General and administrative
Occupancy and equipment
Professional fees and outside services
Communications
Depreciation

Total expenses

NET INCOME

The accompanying notes are an integral part of this statement.

13,517,566
1,630

13,519,205

8,931,661
1,877,271
1,075,000
421,401
431,797
155,200
119,306
33,813

13,045,449

473,756




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
YEAR ENDED DECEMBER 31, 2008

Additional
Common Stock Paid-In Treasury Retained
Shares Amount Capital Stock Earnings
BALANCES, December 31, 2007 1,110,021 3 58 $ 478718 % (3,558) %
ESOP contribution (Note 4) 68,326 69 1,199,931
Purchase of treausry stock - -
Net income - - - - 473,756
Distributions - - (631,855) - (473,756)
BALANCES, December 31, 2008 1,178,347 $ 127 § 1,046,794 % (3,558) % -

The accompanying notes are an integral part of this statement. 6



HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
YEAR ENDED DECEMBER 31, 2008

BALANCES, December 31, 2007 $

BALANCES, December 31, 2008 5 -

The accompanying notes are an integral part of this statement.
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2008

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation
Employee stock owership plan
Increase in receivables, net
Increase in loans to employees
Increase in deferred revenue
Increase in accrued compensation payable
Increase in other assets
Increase in accounts payable

Net cash provided by operating activities

CASH FLOWS USED IN INVESTING ACTIVITIES:
Purchase of furniture and equipment

CASH FLOWS USED IN FINANCING ACTIVITIES:
Dustributions to shareholders

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, at beginning of year

CASH AND CASH EQUIVALENTS, at end of year $

The accompanying notes are an integral part of this statement.

473,756

33,813
1,075,000
(553,746)
(11,109)
126,563
90,442
(36,781)

57,019

1,254,957

(233,033)

(1,105,611)

(83,687)

520,421

3 836734
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Houlihan Smith & Company, Inc. 2 Nevada corporation (“the Company” or “HSC”) is a specialized
investment banking firm and operates as a consultant where it participates in mergers and acquisitions,
advisory services, valuations and other financial opinions for a fee. The Company is a member of the
Financial Industry Regulatory Authority (“FINRA™) and is registered with the Securities and Exchange
Commission (“SEC™) as a licensed broker-dealer.

The Company is the sole member of the following limited liabitity companies: Houlihan Smith
Advisors, LLC (“HSA”) and Houlihan Smith Capital Markets, LLC (“HSCM™), both of which are
Nevada limited liability companies. HSCM was established January 1, 2008. Additionally, during the
second quarter of 2008, the Company established Houlihan Smith Ghana, Ltd. (HS Ghana), as an
internal service organization to serve HSA, HSC, and HSCM.

HSA specializes in providing consulting services and in preparing independent evaluation reports to
small and middle-market businesses. HSA typically receives 50% of its fee as a deposit and receives the
remaining fee when the product is delivered. A substanuial portion of the HSA engagement is completed
prior to the signing of the contract and, accordingly, HSA records deferred revenue on the unearned
portion. HSCM specializes in merger and acquisition advisory and in the private placement of debt
and/or equity securities. HSCM’s fees consist of retainer fees and contingent success fees.

The consolidated financial statements for the year ending December 31, 2008 include the accounts of
HSC, HSA, HSCM, and HS Ghana. All intercompany accounts and transactions have been eliminated
in consolidation.

The Company, under Rule 15¢3-3(k}(2)(i) is exempt from the reserve and possession or control
requirements of Rule 15¢3-3 of the Securities and Exchange Commission. The Company does not carry
or clear customer accounts,

Furniture and equipment are recorded at cost. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets, currently three years. Repairs and maintenance costs are
expensed as incurred, and expenditures for additions and major improvements are capitalized.

For purposes of the statement of cash flows, the Company considers money market funds with a
maturity of three months or less to be cash equivalents.

The Company is an S-Corporation for income tax purposes and, accordingly, income or loss of the
Company flows through to the individual shareholders.

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management 1o make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.

Actual resulis could differ from those estimates.
9
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

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

The Company adopted the provisions of SFAS No. 157, “Fair Value Measurements” (SFAS No. 157),
effective January 1, 2008. Under SFAS No. 157, fair value is defined as the price that would be received
to sell an asset or paid to transfer a 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 a
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 Company’s assumption 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 1 - 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 blockage
discounts are not applied to Level I 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 a significant degree of judgment.

Level 2 - Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly.

Level 3 - 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 ts
affected by a 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 a 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 3. 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

10




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

NOTE [ - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

Valuation of Investments in Securities at Fair Value-Definition and Hierarchy (continued)

value hierarchy within which the fair value measurement falls in its entirety is determined by the lowest
level input that is significant to the fair value measurement.

Fair value is a market-based measure considered from the perspective of a market participant rather than
an entity-specific measure. Therefore, even when market assumptions are not readily available, the
Company’s 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 during 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 a
securily to be reclassified to a lower level within the fair value hierarchy.

The Company values investments in securities that are freely tradable and are listed on a 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 Company’s valuation policies
require that fair value be within the bid-ask range. The Company’s 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 derivative 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 severities, credit risks, credit curves, default rates and currency rates.

Securities owned by the Company (substantially warrants earned in conjunction with advisory services)
are recorded at market value and related changes in market value are reflected in income. Stocks and
warrants for which there is no public market are valued based upon a valuation obtained by
management. The valuation considers various factors such as earnings history, financial condition,
recent sales prices of the issuer's securities and the proportion of securities owned. The Company
currently holds restricted nonpublic warrants that are included in Level 3 of the fair value hierarchy as
determined under SFAS No. 157.

11
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (concluded)

Fair Value Measurements

The Company’s assels recorded at fair value have been categorized based upon a fair value hierarchy in
accordance with SFAS No. 157.

The following table presents information about the Company’s assets and liabilities measured at fair
value as of December 31, 2008:

Quoted Prices in Significant Significant
Active Markets  Other Observable  Unobservable
for Identical Assets Inputs Inputs Balance as of
{(Level 1) (Level 2) (Level 3) December 31, 2008
Assets
Investments in
securities, at fair value ¢ - $ - % 150,000 $ 150,000

The following table presents additional information about Level 3 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 3 category. As a result, the unrealized gains and losses for
assets within the Level 3 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.

Changes in Level 3 assets measured at fair value for the year ended December 31, 2008:

Change in Unrealized

Level 3 Realized and Purchases, Net Transfers Level 3 Gains {Losses) for
Beginning Balance Unrealized Sales and In and/er (Out) Ending Balance Investments Stitl Held
January 1, 2008 (Gains (Losses) Settlements of Level 3 December 31, 2008 at December 31, 2008
Assets
investments in securities,
a fair value $ -3 - 8 . % 150,000 § 150,000 $

NOTE 2 - NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain a minimum net capital, as defined under such provisions. As of
December 31, 2008 the Company had net capital and net capital requirements of $402,653 and $28,939,
respectively. The Company's net capital ratio (aggregate indebtedness to net capital) was 1.08 to 1.
According to Rule 15¢3-1, the Company's net capital ratio shall not exceed 15 to 1.

12
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{continued)

NOTE 3- COMMITMENTS

The Company leases office space from an unrelated party under a noncancellable operating lease
expiring in 2011. The Company also leases a condominium from an unrelated party under a
noncancellable operating lease expiring in 2009.

At December 31, 2008, aggregate minimum future rental commitments under the Company's leases are
as follows:

YEAR AMOUNT
2009 $ 281,252
2010 296,792
2011 49,658
Total $ 627,702

During the year ended December 31, 2008, total rental expense was approximately $360,000. During
the year ended December 31, 2008, the Company rented additional office space on a month-to-month
basis.

NOTE 4- EMPLOYEE STOCK OWNERSHIP PLAN

During the year ended December 31, 2006 the Company established an employee stock ownership plan
(“Plan”) whereby the Company will make contributions of HSC stock to the ESOP trust on a
discretionary basis. Pursuant to the Plan all employees of the Company are eligible to participate in the
Plan. The Company has accrued a discretionary contribution of $1,075,000 for the year ended
December 31, 2008 and 100% of this amount will be allocated to Plan participants on a pro-rata basis
according to Plan documents. The contribution will be funded by the issuance of new HSC common
stock in 2009 following an independent appraisal of the Company’s equity and in conjunction with the
filing of the Company’s federal income tax return. The Company has currently allocated up to
1,000,000 of its authorized common shares for contribution to the Plan. It is expected that in future
years the Company will continue to make additional discretionary contributions to the Plan and the
Company will authorize additional shares to be allocated for such purpose. Plan participants vest 100%
in three years provided that they remain employed by the Company. Plan shares that have been
allocated to Plan participants that terminate employment with the Company prior to vesting forfeit their
shares, which are then reallocated among remaining Plan participants.

At December 31, 2008, none of the Plan participants had vested and, accordingly, there is no repurchase
liability. In the future, as employees vest into the Plan, the Company expects to record a repurchase

liability as a provision for vested participants that may terminate employment with the Company.

During the year ended December 31, 2008, the Company contributed 68,326 shares valued at
$1,200,000 to the ESOP.

13




HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

NOTE 5- OFF-BAIANCE SHEET RISK

In the Company’s investment activities, the Company receives securities for its services and may incur
losses if the market value of the securities decline subsequent to December 31, 2008.

The Company's financial instruments, including cash and cash equivalents and receivables are carried at
amounts which approximate fair value. Securities owned are valued at market value using quoted
market prices or valued at fair value as described above. Payables and other liabilities are carried at
amounts which approximate fair value.

The Company's cash and cash equivalents are maintained at multiple financial institutions in amounts
that exceed the federally insured limit of $250,000. The Company has not experienced any losses in
such accounts and believes it is not exposed to significant risk in this area. At December 31, 2008, the
Company had $283,069 in excess of this requirement which is subject to loss should the banks cease
operations.

14
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HOULIHAN SMITH AND COMPANY, INC.
AND SUBSIDIARIES

COMPUTATION OF NET CAPITAL
PURSUANT TO UNIFORM NET CAPITAL RULE 15¢3-1

DECEMBER 31, 2008
CREDITS:
Shareholders' equity 5 1,043,363
Add: Discretionary liability- Accrued ESOP liability-stock 1,075,000
Total credits 2,118,363
DEBITS:
Nonallowable assets:
Receivables from customers 1,225,517
Non-marketable securities 150,000
Notes receivable 84,061
Furniture and equipment, net 207,511
Other assets 48,621
Total debits 1,715,710
NET CAPITAL 402,653
Minimum requirements of 6-2/3% of aggregate indebtedness of
$434,081 or $5,000 , whichever is greater 28,939
FExcess net capital $ 373,714
AGGREGATE INDEBTEDNESS:
Accounts payable $ 62,944
Accrued compensation payable 149,161
Deferred revenue 221,976
Accrued ESOP contribution-stock 1,075,000
1,509,081
Less: Accrued ESOP contribution-stock (1,075,000)
Total aggregate indebtedness $ 434,081
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 1.08 to 1

Note: There are no material differences between the above computation of net capital and the
corresponding computation as submitted by the Company with the unaudited Form X-17A-5 as of

December 31, 2008.

See Independent Auditors’ Report.
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5251 SOUTH QUEBEC STREET « SUITE 200
GREENWOOD VILLAGE, COLORADO 80111
TELEPHONE: (303} 753-1959

FAX: (303} 753-0338

www.spicerjeffries.com

INDEPENDENT AUDITORS' REPORT ON
INTERNAL ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

The Board of Directors of
Houlihan Smith & Company, Inc.

In planning and performing our audit of the financial statements and supplementary information of
Houlihan Smith & Company, Inc. and Subsidiaries (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 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 and net capital under Rule 17a-3(a)(11) and for determining compliance with the
exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures followed by the
Company in making the quarterly securities examinations, counts, verifications and comparisons, and
the recordation of differences required by Rule 17a-13 or 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, because the Company does not carry security accounts for customers or
perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal coatrol 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
internal control structure policies and procedures 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.
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Seicer JerrriEs LLP

Because of inherent limitations in internal control and the practices and procedures referred to above,
errors 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. This report recognizes that it is not
practicable in an organization the size of the Company to achieve all the divisions of duties and cross-
checks generally included in a system of internal accounting control and that alternatively greater
reliance must be placed on surveillance by management.

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.

‘In addition, our review indicated that the Company was in compliance with the conditions of exemption

from Rule 15¢3-3 pursuant to paragraph k(2)(i) as of December 31, 2008, and no facts came to our
attention to indicate that such conditions had not been complied with during the year.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the Financial Industry Regulatory Authority, Inc., 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.

%MM (P
END -

Greenwood Village, Colorado
January 30, 2009



