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OATH OR AFFIRMATION

David Weber
_________________________________________________________________________ swear or affirm that to the best of

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

Leonard Company
as

of December 31 20 08
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

LINDA DAVIS

Notary Public State of Michigan

County of Oakland

My Commission Exp Ja 2011

Acting in the County of________________

Notary Public

cr
Title

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

El Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

El Statement of Changes in Liabilities Subordinated to Claims of Creditors

El Computation of Net Capital

LJ Computation for Determination of Reserve Requirements Pursuant to Rule 5c3

Il Information Relating to the Possession or Control Requirements Under Rule 15c3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methOds of

consolidation

EJ An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have edsted since the date of the previous audit

For conditions of confidential treatment of certain portions ofthisfihing see section 24O.J7a-5e3

I-
II

Signature
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BOARD OF DIRECTORS AND SHAREHOLDERS
LEONARD COMPANY

Independent Auditors Report

We have audited the accompanying statement of financial condition of Leonard

Company the Company as of December 31 2008 and the related statements of operations

shareholders 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 Leonard Company as of December 31 2008 and the

results of its operations and its cash flows for the year then ended in conformity with accounting

principles generally accepted in the United States of America

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

statements taken as whole The information contained in Schedules II and III is presented

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

but is supplementary information required by Rule 17a-5 of the Securities Exchange Act of

1934 Such information has been subjected to the auditing procedures applied in our audit of

the basic financial statements and in our opinion is fairly stated in all material respects in

relation to the financial statements taken as whole

February 26 2009

Westlake Ohio

AKER lILLY 4ation
and FunRegistered with the Public Company Accounting Oversight Board



LEONARD COMPANY PAGE

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2008

ASSETS

Cash arid cash equivalents 438706

Restricted cash 50000

Commissions receivable 403113
Advances to salesmen 517289

Federal income tax receivable 66746

Due from related companies 532143

Prepaid expenses 11224

Deferred tax assets 335000

2.354.221

LIABILITIES AND SHAREHOLDERS EQUITY

Commissions payable 125488

Accounts payable and other accrued expenses 198350

Notes payable Regulatory agency 340912

Subordinated borrowings 1000000

1664750

COMMITMENT AND CONTINGENCIES

Shareholders equity

Preferred stock 60000 shares authorized

25090 shares issued 2509000

Aggregate liquidation preference of $2509000

Common stock no par value 60000 shares authorized

29666.90 shares issued 202900

Additional paid-in capital 810500

Deficit 2798861
723539

Less Treasury stock At cost 1666.75 shares 34068
689471

2.354.221

The accompanying notes are an integral part of these financial statements



LEONARD COMPANY PAGE

STATEMENT OF OPERATIONS

YEAR ENDED DECEMBER 31 2008

Revenue

Commissions and fees 7347289
Interest 779243

8126532

Expenses

Commissions and clearing charges

Commissions 4646414

Clearing charges 341915

4988329

Gross profit from operations 3138203

Selling general and administrative expenses 4088865

Loss before income taxes 950662

Credit for income taxes

Current 66396
Deferred 278000

344.396

Net loss 606.266

The accompanying notes are an integral part of these financial statements
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STATEMENT OF SHAREHOLDERS EQUITY

YEAR ENDED DECEMBER 31 2008

Additional

Preferred Common Paid-in Treasury Shareholders

Stock Stock Capital Deficit Stock Ecuity

BalanceJanuary 12008 3254000 141568 810500 1863065 2343003

Net loss 606266 606266

Redemption of Preferred stock

5350 Shares Series 535000 26750 561750
600 Shares Series 60000 60000

1500 Shares Series 150000 150000

Dividends paid on preferred stock 302780 302780

Issuance of shares 61332 61332

Purchase of treasury shares ____________ ____________ ____________ 34.068 34068

Balance December 31 2008 2.509.000 202.900 810.500 2.798.861 34.068 689.471

The accompanying notes are an integral part of these financial statements



LEONARD COMPANY PAGE

STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31 2008

CASH FLOW USED IN OPERATING ACTIVITIES

Net loss 606266
Noncash items included in operations

Deferred taxes 278000
Issuance of shares in exchange for services 61332
Note payable for settlement of regulatory examination matters 225000

Increase decrease in cash resulting from changes
in operating assets and liabilities

Commissions receivable 77306
Advances to salesmen 349914
Federal income tax receivable 66746
Prepaid expenses 23734
Commissions payable 800620
Accounts payable and other accrued expenses 112569
Federal income taxes payable 34555

Net cash used in operations .790772

CASH FLOW PROVIDED FROM INVESTING ACTIVITY

Repayments from related companies 968.409

CASH FLOW USED IN FINANCING ACTIVITIES

Repayment of notes payable Regulatory agency 76457
Proceeds from subordinated borrowings 1000000

Redemption of preferred stock 771750
Dividends paid to shareholders 302780

150987

NET DECREASE IN CASH AND CASH EQUIVALENTS 973350

CASH AND CASH EQUIVALENTS BEGINNING OF YEAR 1462056

CASH AND CASH EQUIVALENTS END OF YEAR 488.706

NONCASH INVESTING AND FINANCING ACTIVITIES

Purchase of treasury stock in exchange for installment agreement 34.068

SUPPLEMENTAL INFORMATION

Interest paid 33.528

The accompanying notes are an integral part of these financial statements
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STATEMENT OF CHANGES IN LIABILITIES

SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

YEAR ENDED DECEMBER 31 2008

SUBORDINATED BORROWINGS JANUARY 2008

INCREASE IN SUBORDINATED BORROWINGS 1000000

SUBORDINATED BORROWINGS DECEMBER 31 2008 .000.000

The accompanying notes are an integral part of these financial statements



LEONARD COMPANY PAGE

NOTES TO THE FINANCIAL STATEMENTS

ORGANIZATION

Leonard Financial Corporation which changed its name during the year to its d.b.a

Leonard Company the Company is broker-dealer and investment advisor

registered with the Securities and Exchange Commission SEC the State of Michigan

and 43 other states including the District of Columbia and is member of the

Financial Industry Regulatory Authority FINRA The Company is engaged primarily in

the sale of fixed income securities equity services variable life insurance products

and providing investment advisory services

The Company is an introducing broker-dealer and has entered into fully disclosed

clearing agreement with carrying broker The carrying broker is responsible for

complying with all regulatory requirements related to carrying customer accounts

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Eciuivalents

At December 31 2008 the Companys cash accounts exceeded the related amount of

federal depository insurance The Company has not experienced any loss in such

accounts and believes it is not exposed to significant credit risk

The Company considers financial instruments with maturity of less than 120 days to be

cash equivalents

Restricted Cash

At December 31 2008 restricted cash represents cash on deposit with the Companys

clearing broker

Receivables and Credit Policies

Commissions receivable are uncollateralized obligations due under normal trade terms

requiring payments within 30 days The Company generally collects receivables within

30 days and does not charge interest on commissions receivable with transaction

dates over 30 days old

The carrying amount of commissions receivable is reduced by valuation allowance that

reflects managements best estimate of the amounts that will not be collected

Management individually reviews all commissions receivable balances that exceed 90

days from the transaction date and based on an assessment of current

creditworthiness estimates the portion if any of the balance that will not be collected

Additionally management estimates an allowance for the aggregate remaining

commissions receivable based on historical collectibility In the opinion of

management at December 31 2008 all commissions were considered collectible and

no allowance was necessary There are no receivables older than 90 days at

December 31 2008



LEONARD COMPANY PAGE

NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Commissions

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

securities transactions occur

Investment Advisory Fees

Investment advisory fees that have been billed to the fiduciary accounts managed by the

Company are recorded in the month earned

Accountinc Estimates

Management uses estimates and assumptions in preparing financial statements in

accordance with accounting principles generally accepted in the United States of

America Those estimates and assumptions affect the reported amounts of assets and

liabilities the disclosure of contingent assets and liabilities and the reported revenue

and expenses Actual results could vary from the estimates that were used

Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities in which

counterparties primarily include broker-dealers banks and other financial institutions

In the event counterparties do not fulfill their obligations the Company may be

exposed to risk The risk of default depends on the creditworthiness of the counterparty

or issuer of the instrument It is the Companys policy to review as necessary the

credit standing of each counterparty

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences

attributable to differences between the financial statement carrying amounts of existing

assets and liabilities and their respective tax bases Deferred tax assets and liabilities

are measured using enacted tax rates expected to apply to taxable income in the years

in which those temporary differences are expected to be recovered or settled The

effect on deferred tax assets and liabilities of change in tax rates is recognized in

income in the period that includes the enactment date

ADVANCES TO SALESMEN

Advances to salesmen consist of short-term non-interest bearing advances of

commissions The Company expects to collect these amounts within twelve months of

the date of the financial statements Approximately 49% of the balance is due from

one salesman



LEONARD COMPANY PAGE 10

NOTES TO THE FINANCIAL STATEMENTS

NOTES PAYABLE REGULATORY AGENCY

At December 31 2008 notes payable regulatory agency consists of three notes totaling

$115912 payable to FINRA in total monthly installments of $4224 plus interest at

8.5% due through April 2012

Future maturities of these notes at December 31 2008 were

2009 42716
2010 40135
2011 26558
2012 6503

115.912

In addition the Company reached an additional settlement with FINRA in 2008 calling for

payments of $225000 The Company is awaiting approval of the terms of this

additional payment

SUBORDINATED BORROWINGS

At December 31 2008 subordinated borrowings consisted of note payable to the

Companys clearing broker payable in the amount of $1000000 due May 2011
Interest payments at LIBOR LIBOR 0.42% at December 31 2008 plus 2% are due

quarterly Interest on borrowings amounted to approximately $29000 during the year

ended December 31 2008

The subordinated borrowings are available for computing net capital under the SECs
uniform net capital rule To the extent that such borrowings are required for the

Companys continued compliance with minimum net capital requirements they may
not be repaid The 2008 subordinated borrowings were approved by FINRA as net

equity capital in June September and December 2008

PREFERRED STOCK

The preferred stock outstanding is summarized as follows

December 31 2008

Number

of Shares Amount

Series 4200 420000
Series 20890 2089000

25.090 2.509.000

Series Preferred Stock Series has no par value is non-voting paying cumulative

dividend semi-annually at 15% annualized rate and is callable by the Company at

$105 per share In 2008 the Board of Directors passed resolution to redeem all of

its outstanding shares of Series Preferred Stock on February 2008 at price of

$105 per share for total redemption of $561750 plus any unpaid cumulative

dividends
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NOTES TO THE FINANCIAL STATEMENTS

PREFERRED STOCK Continued

Series Preferred Stock Series has no par value is non-voting paying cumulative

dividend semi-annually at an 11% annualized rate and is callable by the Company at

$105 per share

Series Preferred Stock Series has no par value is non-voting paying cumulative

dividend semi-annually at 10% annualized rate and is callable by the Company at

$101 per share

Shareholders may redeem their preferred stock at $100 per share on the annual

anniversary date of their original purchase plus an amount equal to the unpaid

cumulative dividends if any outstanding as of the redemption date

In the event of liquidation or dissolution of the Company holders of preferred shares shall

be entitled to receive from the assets of the Company after payment of all debts $100

per share plus an additional amount equal to any unpaid accumulated dividends and

dividends accrued thereon If the amounts payable on liquidation or dissolution are not

paid in full the holders of the preferred shares shall share ratably in any distribution of

the assets

The holders of Series Preferred Stock shall have priority upon liquidation or dissolution

of the assets of the Company The holders of Series are subordinate to the holders

of Series

In 2008 dividends paid on preferred stock are summarized as follows

Series 27702

Series 52212

Series 222866

302.780

During 2008 Series and shareholders triggered their put option at $100 per share plus

cumulative unpaid dividends on 600 Series shares and 1500 Series shares

owned

In 2009 the Board of Directors declared dividend to Series preferred stock

shareholders payable on January 2009 Total dividends paid amounted to $23100

TREASURY STOCK

In 2008 the Company agreed to purchase all the common stock of one of its

shareholders at purchase price of $34068 payable in three installments of $1 1356

through September 2009 Such amount is included in accounts payable and other

accrued expenses in the financial statements



LEONARD COMPANY PAGE 12

NOTES TO THE FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS

The Company and related company Leonard Investment Group Inc LIG operate

under an annual management agreement whereby LIG pays all or portion of the

expenses of the Company including but not limited to expenses such as rent utilities

insurance legal fees communications general administration clerical costs and

managerial salaries LIG charges the Company management fee to cover these

expenses and services The Company pays its directly related expenses including but

not limited to commissions licensing and registration fees banking fees taxes and

amounts due to other outside vendors with whom it contracts

For the year ended December 31 2008 LIG charged the Company management fees of

$3400000 which are included in selling general and administrative expenses in the

accompanying statement of operations

Also the Company has made non-interest bearing short-term advances to LIG Amounts

due for these advances as of December 31 2008 were $530121

In addition the Company acted as the broker in transactions involving companies that

share the same owners and management team The Company earned gross

commissions from the related companies of approximately $102000 for 2008

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business the Companys customer activities involve various

customer securities transactions These activities may expose the Company to off-

balance-sheet risk in the event the customer or other broker is unable to fulfill its

contracted obligations and the Company has to provide or sell the financial instrument

underlying the contract at loss

10 COMMITMENT AND CONTINGENCIES

Stock Repurchase Aireement

The Company is obligated under stock repurchase agreement with its individual

shareholders which provides for among other things repurchase of shares in the

event of death The Company has the right of first refusal to acquire all or any part of

shares in the event of separation of employment or retirement of shareholder The

repurchase price per share is based upon the fair market value of the shares as

defined in the agreement

Arbitration

During 2008 the Company resolved its arbitration proceedings with FINRA regarding

claims by individuals for losses on investments that were made prior to 2008 Included

in accounts payable and other accrued expenses is $155415 for settlement of the

matter Such amount was paid in January 2009
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NOTES TO THE FINANCIAL STATEMENTS

10 COMMITMENT AND CONTINGENCIES Continued

Regulatory Examination

The Company as member of FINRA is subject to FINRA regulatory examinations from

time to time FINRA has conducted examinations regarding various regulatory matters

and found deficiencies for failure to maintain documentation on customer accounts

failure to comply with certain SEC rules and noncompliance related to its private

placement offering of preferred stock Included in notes payable regulatory agency is

liability of $225000 for settlement reached in 2008 with FINRA The Company is

waiting for approval by FINRA for an installment payment plan During 2008 the

Company entered into installment notes for payment of the settlement reached in 2007

see Note It is the opinion of management that there are no other pending matters

that will have an affect on the Companys financial position

11 STOCK-BASED COMPENSATION

The Company has an agreement with key officer which provides for minimum

compensation and fringe benefits in return for specific services as defined in the

agreement Under this agreement the officer has been granted an award of 3333.50

shares of the Companys common stock as benefit of his employment and in

recognition of services provided Fifty percent or 1666.75 shares vested immediately

upon issuance in December 2007 and are not subject to forfeiture The remaining

shares shall be held in escrow and will vest evenly over 60-month period Unvested

shares are immediately forfeited if employment is terminated for any reason other than

change in control

The Company applies the fair-value based method of accounting for the shares granted to

the officer as prescribed by Financial Accounting Standard Statement No 123

Compensation expense in the amount of $6814 has been recognized in 2008 on this

agreement Fair value is estimated using the intrinsic method

In addition as part of the agreement the Company has also established bonus share

award plan wherein the officer will be granted an additional 1000.05 shares of

common stock each year for the next five years Each years bonus shares are

contingent upon the Company meeting specific revenue targets as defined In 2008

1000.05 shares were awarded under the agreement Compensation expense for

these shares in the amount of $20450 has been recognized in 2008

Also the Company granted an award of 1666.75 shares of the Companys common stock

to another key officer as benefit of his employment and in recognition of services

provided Compensation expense in the amount $34068 has been recognized in 2008
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NOTES TO THE FINANCIAL STATEMENTS

12 NET CAPITAL PROVISION OF RULE 15c3-1

Pursuant to the net capital provisions of Rule 15c3-1 of the Securities Exchange Act of

1934 the Company is required to maintain minimum net capital balance as defined

under such provisions

The Companys minimum capital requirement is the greater of $50000 or 6%% of

aggregate indebtedness as defined under Securities and Exchange Commission Rule

15c3-1ai and 15c3-7a2iv as it does not maintain customer accounts Net

capita may fluctuate on daily basis At December 31 2008 the Company had net

capital of $151756 which was $101756 in excess of its required net capital of

$50000

In addition to the minimum net capital provisions Rule 15c3-1 requires that the Company
maintain ratio of aggregate indebtedness as defined to net capital of not more than

15 to At December 31 2008 the ratio was 4.9 to

13 EXEMPTION FROM RULE 15c3-3

The Company acts as an introducing broker or dealer promptly transmitting all funds and

delivering all securities received in connection with its activities as broker or dealer

and does not otherwise hold funds or securities for or owe money or securities to

customers The Company operates under Section k2ii of Rule 15c3-3 of the

Securities Exchange Act of 1934 and is therefore exempt from the requirements of

Rule 15c3-3

14 INCOME TAXES

The significant temporary differences that give rise to the deferred tax assets at

December 31 2008 are as follows

Expenses not deductible for tax purposes until paid

Net operating loss carryforward which expires in 2028

At December 31 2008 there was no valuation allowance required on the deferred income

tax assets

In June 2006 the Financial Accounting Standards Board FASB issued FASB

Interpretation No 48 FIN 48 Accounting for Uncertainty in Income Taxes that

requires the tax effects of certain tax positions to be recognized These tax positions

must meet more likely than not standard that based on their technical merits have

more than 50 percent likelihood of being sustained upon examination In accordance

with FASB FSP FIN 48-3 the Company has elected to defer the adoption of FIN 48

until 2009 The Company presently recognizes tax assets and liabilities when the

related tax position is taken on the tax return At adoption of FIN 48 the financial

statements must be adjusted to reflect only those tax positions that are more likely than

not of being sustained Management of the Company is currently evaluating the

impact that FIN 48 will have on the financial statements



SUPPLEMENTAL INFORMATION

PURSUANT TO RULE 17a-5 OF THE
SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31 2008
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SCHEDULE COMPUTATION OF NET CAPITAL

PURSUANT TO RULE 15c3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

NET CAPITAL

Total shareholders equity from statement of financial condition 689471

Plus Subordinated borrowings to claims of general creditors

allowable in computation of net capital 1000000
Less Non-allowable assets

Due from related companies 532143
Unsecured receivables 512522

Prepaid expenses 11224
Deferred tax assets 335000
Federal income tax receivable 66746 1457635

Other deductions Related company liabilities assumed 80.080

NET CAPITAL 151.756

COMPUTATION OF AGGREGATE INDEBTEDNESS

Liabilities from statement of financial condition 664750
Assumed liabilities of related company 80080 744.830

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
2/3% OF AGGREGATE INDEBTEDNESS 49.655

MINIMUM REQUIRED NET CAPITAL 50.000

NET CAPITAL REQUIREMENT 50.000

EXCESS NETCAPITAL 101.756

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 4.9 to

reconciliation of the computation of net capital under Rule 15c3-1 as included in the Companys
unaudited Form X-17a-5 as of December 31 2008 filed with the Securities and Exchange Commission

and the amount included in the above computation is not required as there are no audit adjustments
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SCHEDULES II AND Ill

COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS AND INFORMATION RELATING TO POSSESSION OR CONTROL

REQUIREMENTS PURSUANT TO RULE 15c3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

The Company is not required to present the schedules Computation for Determination of Reserve

Requirements Under Rule 15c3-3 and Information for Possession or Control Requirements Under

Rule 15c3-3 as it meets the exemptive provisions of Rule 15c3-3 under Section k2ii of the

Rule
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BOARD OF DIRECTORS AND SHAREHOLDERS
LEONARD COMPANY

Independent Auditors Report on Internal Control

Required by SEC Rule 7a-5ci1

In planning and performing our audit of the financial statements and supplemental

schedules of Leonard Company 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 controls 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 7a-5g1 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 7a-3a1 and for determining compliance with the exemptive provisions

of rule 15c3-3 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 the quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a-1

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

managemenVs authorization and recorded properly to permit preparation of financial statements

in conformity with accounting principles generally accepted in the United States of America

Rule 17a-5g lists additional objectives of the practices and procedures listed in the preceding

paragraph

KERTILLY Rif
nnoatIon

INTE1NATiONAL and FunRegistered with the Public Company Accounting Oversight Board



Because of inherent limitations in internal control and the practices and procedures

referred to above error or fraud may occur and not be detected Also projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate

because of changes in conditions or that the effectiveness of their design and operation may
deteriorate

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 controls

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 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 shareholders Board of

Directors management the SEC Financial Industry Regulatory Authority and other regulatory

agencies that rely on Rule 17a-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 those specified parties

February 26 2009

Westlake Ohio
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