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OATH OR AFFIRMATION

[, Bruce M. Rose , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and sypporting schedules pertaining to the firm of
Carrington Investment Services, LLC , as
of December 31 ,2008 , are true and correct. I 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 a customer, except as follows:

~

0 NONRONONEE

HOE

KATHARINE MILLER Signature
OTARY PUBLIC .
MY cgﬂM\ssmN EXPIRES 6/30/2010 [5 f M
N Title
“Notary Public

his report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

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

(i A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



CARRINGTON INVESTMENT SERVICES, LLC
STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31, 2008
AND
INDEPENDENT AUDITORS’ REPORT
AND
SUPPLEMENTAL REPORT ON INTERNAL CONTROL

Filed pursuant to Rule 17a-5(e)(3) under the
Securities Exchange Act of 1934 as a
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{7,
SQUA\Q\MILNER

INDEPENDENT AUDITORS’ REPORT

To the Member of
Carrington Investment Services, LLC

We have audited the accompanying statement of financial condition of Carrington
Investment Services, LLC (the “Company™) as of December 31, 2008, that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This financial
statement is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this financial statement 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 statement is free of material
misstatement. Our audit included 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 statement, 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 statement of financial condition presents fairly, in all material
respects, the financial position of Carrington Investment Services, LLC at December 31,
2008 in conformity with accounting principles generally accepted in the United States of
America.

%““— M/M"b QAM /{7“4.»/\ %—MA M.f'-nu}(_t./a

Newport Beach, California
February 23, 2009

SQUAR, MILNER, PETERSON, MIRANDA & WILLIAMSON, LLP
Certified Public Accountanis & Financial Advisors, Sereing Clients Since 3054

4100 Newport Place Drive, Third Floor | Newport Beach, CA 92660 Tel: 949-222-2999 | Fax: 949-222-2989

Los Angeles Newport Beach San Diego Cayvman Islands



CARRINGTON INVESTMENT SERVICES, LLC
STATEMENT OF FINANCIAL CONDITION

As of December 31, 2008

ASSETS
CASH
RECEIVABLES FROM AFFILIATES
PREPAID EXPENSES

Total assets

LIABILITIES AND MEMBER’S INTEREST
LIABILITIES
Accounts payable and accrued expenses
Due to affiliates
Total liabilities
COMMITMENTS AND CONTINGENCIES
MEMBER’S INTEREST

Total liabilities and member’s interest

$ 170,104
30,633

26,472

$ 227,209

$ 74,449
26,242

100,691

126,518

§ 227,209

Page 2

See notes to financial statement.



CARRINGTON INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENT
For the Year Ended December 31, 2008

1. ORGANIZATION

The financial statement includes the accounts of Carrington Investment Services, LLC, a
Delaware Limited Liability Company (the “Company” or “CIS”). The Company is an
indirect, wholly-owned subsidiary of Carrington Investment Services Holdings, LLC, a
Delaware Limited Liability Corporation. CIS commenced operations on December 23,
2005, the day on which Carrington Investment Services Holdings, LLC made its initial
$50,050 capital contribution to of CIS. Carrington Investment Services Holdings, LLC
made additional capital contributions of $340,000 during 2006 and $40,000 during 2008.

CIS is a registered broker-dealer with the Securities and Exchange Commission (“SEC”)
and the Financial Regulatory Authority Inc. (“FINRA”) formally known as National
Association of Securities Dealers, Inc. (“NASD”). It received NASD membership
approval on July 11, 2006.

CIS generates its revenues by participating in selling groups for residential mortgage
backed securities (“RMBS™) issued by entitics sponsored by Carrington Capital
Management (“CCM”), an affiliated entity of CIS. The Company acts as a co-manager,
supporting a syndicate of one or a group of lead managers, in placing public certificates
from Real Estate Mortgage Issuance Conduit (“REMIC™) trusts with institutional
investors. CIS acts on a “best efforts” basis and is considered to be a “selected dealer”
focusing on placing the investment grade interests of such deals. Due to current market
conditions, CIS did not participate in any selling groups during 2008. The Company does
not hold any securities in account for either itself or customers. Given that CIS acts on a
“pest efforts” basis and does not commit to purchase any portion of any of the deals it is
involved in, take customer orders or hold securities either for its own account or that of
customers, FINRA has set CIS” minimum net capital requirement at $50,000.

CIS also generates revenues through the placement of partnership interests in two limited
partnership entities sponsored by CCM: Carrington Investment Partners U.S., LP and

Carrington Investment Partners Cayman, LP. For its services, the Company receives a fee
equal to 10% of the fees earned by CCM on these interests.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP”).
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CARRINGTON INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENT
For the Year Ended December 31, 2008

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and
liabilities, and the disclosure of contingencies in the financial statement. Management
believes that the estimates utilized in the preparation of the financial statement are
reasonable. Actual results could differ materially from these estimates.

Revenue Recognition

The Company recognizes revenue from its participation in selling groups at the point in
time the deal it is assisting in syndicating closes. CIS records revenue equal to its agreed
fee as noted in the syndication documents less an estimate for assumed syndication costs.
Upon final cash payment, an adjustment is made to revenue to reflect the actual payment
received if different from the estimate previously recorded. CIS did not participate in any
selling groups during 2008 due to deteriorating market conditions.

The revenues CIS generates through the placement of partnership interests are recognized
on the accrual basis at the end of every month.

Cash
Substantially all cash is held at a major money center bank.
Fair Value of Financial Instruments

At December 31, 2008, all of the Company’s financial instruments are carried at fair
value or amounts approximating fair value.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation
No. 48 (“FIN 48”), Accounting for Uncertainty in Income Taxes. FIN 48 clarifies the
accounting for uncertainty in tax positions recognized in an enterprise’s financial
statements in accordance with SFAS No. 109, Accounting for Income Taxes. FIN 48
provides guidance on de-recognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition. On October 15, 2008, the FASB voted to
defer the effective date of FIN 48 for non-public entities to annual filings for fiscal years
beginning on or after January 1, 2009. Management is currently evaluating the effect FIN
48 will have on the Company’s annual financial statements.
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CARRINGTON INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENT
For the Year Ended December 31, 2008

3. INCOME TAXES

The Company is a single-member limited liability company and as such is not liable for
income tax. Instead, income or loss attributable to the Company’s operations is passed
through to its sole member who is responsible for reporting such income or loss at the
federal, state and local levels.

4. RECEIVABLES FROM BROKERS, DEALERS AND CLEARING
ORGANIZATIONS

Receivables from brokers and dealers represent the net selling concessions due for
securities underwritings that the Company was involved in. As of December 31, 2008,
the Company had no receivables due from brokers, dealers or clearing organizations.

5. RECEIVABLES FROM AFFILIATES

Receivables from affiliates represent fees due from CCM for investment interests placed
in CCM sponsored entities.

6. PAYABLES TO AFFILIATES

Payables to affiliates represent reimbursements due to CCM under an expense sharing
agreement the Company has with CCM for certain operating and overhead expenses and
payables to FJ20 166, LLC, an affiliated entity, for aircraft usage.

7. COMMITMENTS AND CONTINGENCIES
Risks and Uncertainties

The Company generates its revenues primarily by participating in underwritings of
mortgage backed bonds where it acts as a selected dealer. As a selected dealer, the
Company is not required to nor does it commit to purchase any of the securities offered in
the underwritings. The Company works strictly on a “best efforts” basis. In addition to its
underwriting activities, the Company generates revenues through the placement of
limited partnership interests in two affiliated entities — Carrington Investment Partners
U.S., LP and Carrington Investment Partners Cayman, LP.

The revenues for both of these services are transaction based and, as a result, could vary
based upon the transaction volume and liquidity of the financial markets.
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CARRINGTON INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENT
For the Year Ended December 31, 2008

7. COMMITMENTS AND CONTINGENCIES (continued)
Risks and Uncertainties (continued)

The Company’s commitments and contingencies include the usual obligations of a
registered broker-dealer in the normal course of business. In the opinion of management,
such matters are not expected to have a material adverse effect on the Company’s
financial position or results of operations.

From time to time, the Company may be involved in various claims, lawsuits and
disputes with third parties, actions involving allegations of discrimination or breach of
contract incidental to the ordinary operations of the business. The Company is not
currently involved in any litigation which management believes could have a material
adverse effect on the Company’s financial position or results of operations.

8. REGULATORY REQUIREMENTS

The Company is a registered broker-dealer with the SEC and FINRA and, accordingly, is
subject to the Net Capital rules under the Securities Exchange Act of 1934, and FINRA.
Under these rules, the Company is required to maintain minimum Net Capital of no less
than the greater of $50,000 or 6 2/3% of aggregate indebtedness, as defined. At
December 31, 2008, the Company’s Net Capital was $69,413, which exceeded the
minimum requirement by $19,413. Dividend payments and other equity withdrawals are
subject to certain notification and other provisions of the Net Capital rules.

9. RELATED PARTY TRANSACTIONS

The Company’s selling concessions are generated from acting as a selected underwriter
on mortgage-backed securities that are issued by an affiliate of CCM. In addition, as
mentioned previously, the marketing revenues are generated from sales of limited
partnership interests in affiliated partnerships of CCM. The management team of CCM
holds an indirect ownership interest in the Company and has an active role in running the
operations of the Company.

CIS currently shares office space with CCM. As such, CCM pays certain expenses on
behalf of the Company including but not limited to rent, technology and other
administrative costs. Costs that are not directly attributed to the Company are allocated
back by CCM based on an expense sharing agreement. These expenses are recorded to
the appropriate line item on the accompanying statement of operations and reimbursed by
the Company during the year. The payable to affiliates of $26,242 reflected on the
accompanying Statement of Financial Condition is comprised of $15,622 due to CCM
and $10,620 due to FJ20 166, LLC.
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February 23, 2009

Carrington Investment Services, LLC
599 West Putnam Ave
Greenwich, CT 06830

In planning and performing our audit of the financial statements of Carrington Investment
Services, LLC (the “Company”), as of and for the year ended December 31, 2008 (on
which we issued our report dated February 23, 2009), in accordance with auditing
standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (“internal control”) 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 (the
“SEC”), we have made a study of the practices and procedures, including consideration
of control activities for safeguarding securities. This study included tests of compliance
with 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 in complying
with the requirements for prompt payment for securities under Section 8 of Regulation T
of the Board of Governors of the Federal Reserve System, because the Company does not
carry securities accounts for customers or perform custodial functions relating to
customer securities.

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 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

SQUAR, MILNER, PETERSON, MIRANDA & WILLIAMSON, LLP

Centified Public Accoumtants & Financinl Adwivors, Serving Clients Since 3054
4100 Newport Place Drive, Third Floor | Newport Beach, CA 92660 Tel: 949-222-2999 | Fax: 949-222-2989

Los Angeles Newport Beach San Diego Cayman Islands



conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

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.

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 the 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, however the size of the business and resultant limited number of
employees imposes practical limitations on the effectiveness of those control policies and
procedures that depend on the segregation of duties. Because this condition is inherent in
the size of the Company, the specific weaknesses are not described herein and no
corrective action has been taken or proposed by the Company. This condition was
considered in determining the nature, timing, and extent of audit procedures to be
performed in our audit of the financial statements of the Company as of and for the year
ended December 31, 2008, and this limitation does not affect our report thereon dated
February 23, 2009.

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.



This report is intended solely for the information and use of the Member of the Company,
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 broker-dealers, and is not intended to be and should not
be used by anyone other than these specified parties.

SQUAR, MILNER, PETERSON, MIRANDA & WILLIAMSON, LLP
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