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OATH OR AFFIRMATION

I, GREGG R. HONIGBLUM , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
CREATION CAPITAL LLC , as

of _ DECEMBER 31 ,20__08 , are true and correct. 1 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:

 /

v—° %
/ Sighatdre

CHIEF EXECUTIVE OFFICER
Title

SO, LETICIA COFIELD
Notary Public, State of Texas
My Commission Expires

This report ** contains (check all applicable boxes): "':7,7;;:3.5"}3'1(\“‘ October 12, 2011
(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.

p:]
b
X
O
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O
@ (g) Computation of Net Capital.
O
O
=
a
O
O
O

Notary Public

&
X
-

%

(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.

() 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) A reportdescribing 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).
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ERELLP
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www.ere-cpa.com

INDEPENDENT AUDITORS’ REPORT

To the Members of
Creation Capital LLC

We have audited the accompanying statement of financial condition of Creation Capital LLC (a
Limited Liability Company) as of December 31, 2008, and the related statements of income,
changes in members’ equity 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 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 examining, on a 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 a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Creation Capital LLC as of December 31, 2008, and its results of 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 conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information included on Schedule I is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.

ELELep

New York, NY
February 18, 2009



CREATION CAPITAL LLC
(a Limited Liability Company)

STATEMENT OF FINANCIAL CONDITION
e

December 31, 2008

Assets:
Cash and cash equivalents $ 132,962
Prepaid expenses 10,184
Investments 308,735
Furniture and equipment, net of accumulated depreciation of $10,891 13,722
Other assets : 4,600
Total Assets $ 470,203

Liabilities and Members' Equity:

Liabilities:
Accounts payable and accrued expenses $ 13,382
Total Liabilities 13,382
Members' equity 456,821
Total Liabilities and Members' Equity $ 470,203

See Accompanying Notes to the Financial Statements.
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CREATION CAPITALLLC
(a Limited Liability Company)

STATEMENT OF INCOME
e

Year ended December 31, 2008

Revenues:

Fee income $ 1,717,410

Interest income 3,323
Total revenues 1,720,733
Expenses: \

Salaries and benefits 35,263

Rent and occupancy expense 52,076

Professional fees 157,275

Commission expense 103,770

Depreciation and amortization 4,138

Other operating expenses 146,306
Total expenses 498,828
Net Income 1,221,905
Other comprehensive income:

Unrealized gain on investments 165,406
Comprehensive Income $ 1,387,311

See Accompanying Notes to the Financial Statements.
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CREATION CAPITAL LLC
(a Limited Liability Company)

STATEMENT OF CHANGES IN MEMBERS' EQUITY
R

Year ended December 31, 2008

Balance, January 1 3 189,413
Net income 1,221,905
Member capital contributions 100,000
Member distributions | (1,219,903)

$ 291,415
Unrealized gain on investments 165,406
Balance, December 31 $ 456,821

See Accompanying Notes to the Financial Statements.

4



CREATION CAPITAL LLC
(a Limited Liability Company)

STATEMENT OF CASH FLOWS

Year ended December 31, 2008

Cash Flows From Operating activities:

Net income $ 1,221,905
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 4,138

Unrealized gain on investments 165,406
Changes in operating assets and liabilities: -

Increase in investment (183,735)

Increase in prepaid expenses (2,384)

Decrease in other assets 1,746

Decrease in accounts payable and accrued expenses (15,825)

Net cash provided by operating activities 1,191,251

Cash Flows From Investing Activities:
Purchase of fixed assets (8,731)

Net cash used in investing activities (8,731)

Cash Flows From Financing activities:

Member capital contributions 100,000
Member distributions (1,219,903)
Net cash used in financing activities (1,119,903)

Net increase in cash and cash equivalents 62,617
Cash and cash equivalents - beginning of year 70,345
Cash and cash equivalents - end of year $ 132,962

See Accompanying Notes to the Financial Statements.
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CREATION CAPITAL LLC
(a Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
December 31, 2008

1. ORGANIZATION
AND SIGNIFICANT
ACCOUNTING
POLICIES:

Creation Capital LLC, a limited liability company, (the “Company”) was incorporated
in May 2001 and registered with the National Association of Securities Dealers, Inc.
(the “NASD”) in October 2001. The Company operates as a broker/dealer registered
under the rules and regulations administered by the Securities and Exchange
Commission (the “SEC”).

Estimates .

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Cash and Cash Equivalents
Cash and cash equivalents include all cash balances and highly-liquid investments
purchased with an original maturity of three months or less.

Investments

The Company adopted the provisions of SFAS No. 157, Fair Value Measurements,
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 in an orderly
transaction between market participants at the measurement date.

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 the most observable units 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 inputs market
participants at the measurement date. The fair value hierarchy is categorized into three
levels based on inputs as follows-

Level 1- Valuation based on quoted prices in active markets for identical assets or
liabilities that the Company has the ability to access.

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- Valuation based on inputs that are unobservable and significant to the overall
fair value measurement.

The Company’s securities consist of preferred stocks and warrants. The company uses
the Level 2 fair value hierarchy in the valuation of these securities. The adoption of
SFAS No. 157 increased investments by $165,406, which is reflected as unrealized
gains on investment on the Statement of Income.



CREATION CAPITAL LLC
(a Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
December 31, 2008

R e )

2. CONCENTRATION

3.

OF REVENUE:

INVESTMENTS:

Furniture and Equipment

Furniture and equipment are stated at cost less accumulated depreciation. Depreciation
is computed on a straight line basis over the estimated useful lives of the assets.
Maintenance and repairs are charged to expense as incurred; major improvements are
capitalized.

The Company reviews long-lived assets to determine whether there has been any
permanent impairment whenever events or circumstances indicate the carrying amount
of an asset may not be recoverable. The Company has determined that no impairment
exists.

Fee Income

Fee income consists of consulting services and private placement fee income. Fee
income and expenses are recorded on the accrual basis of accounting. As of
December 31, 2008, the Company had no contractual agreements for services related

to fee income.

Income Taxes

No provision has been made for federal and state income taxes in the accompanying
financial statements since each member includes its proportionate share of income,
loss or credit in its respective income tax return.

In 2008, fee income received by the Company was from one customer, which
provided 100% of total fee income.

The Company purchased 125,001 shares of Series A convertible preferred capital
stock of Amedica Corporation issued on January 29, 2004 for $75,000. It also
purchased 25,000 shares of Series C convertible preferred capital stock of Amedica
Corporation issued on February 24, 2006 for $50,000.

In connection with the private placements for Amedica Corporation the Company was
issued 183,290 warrants in April 2007 exercisable for seven years at a price of $3.30
per share. The offering value of the stock sold in this offering was $3.00.

In 2008 the Company earned 480,472 warrants in connection with an offering which
closed in January 2008. These warrants have the same terms and exercise price as the
warrants issued in April 2007. These warrants were distributed to the Company’s
members in June 2008.

Common Equity
The fair value of the common stock was valued using the Income Approach and

Market Approach. The Income Approach estimates the fair value based on the cash
generating ability of the Company. This approach quantifies the present value of the
future economic benefits or cash flows that Management expects to accrue to the




CREATION CAPITAL LLC
(a Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
December 31, 2008

—

Company discounted to the present at a rate of return that is commensurate with the
Company's inherent risk and expected growth. Estimates of fair value under the
Income Approach are predicated on the Company’s ability to have its products
accepted into the market. Those projected cash flow have been discounted at a 25%
rate of return for a fifteen year period.

The Market Approach leads to an estimate of fair value based on what other
purchasers and sellers in the market have paid for the Company and for companies
similar to Amedica. Data collected on the prices paid for companies reasonably
similar to Amedica (“Guideline Companies”) is adjusted to compensate for differences
between each company and the Company being valued. Use of the Market Approach
results in an indication of value based on an estimate of the price one may reasonably
expect to realize on the sale of the Company. The fair value methodology focused on
multiples of future revenue (Market Value of Invested Capital to Projected Revenues)
of the Company as compared to “Guideline Companies”. The results were validated
using the Market Approach - Merger and Acquisition Method.

Additionally the following factors were included in the estimate of fair value: the
nature and history of the company, the economic outlook in general and for the
industry in particular, the book value of and financial condition of the Company, the
earnings capacity of the Company, the dividend-paying capacity of the Company, the
existence of goodwill or other intangibles, prior equity sales and the exchange-based
market price of equity of similar corporations.

The Black-Scholes Option Pricing Model was used to apportion fair value to the
preferred and common equity. Using this method treats the common stock and
preferred stock as call options on the enterprise’s value, with exercise prices based on
the liquidation preference of the preferred stock. The common stock has value only if
the funds available for distribution to members exceed the value of the liquidation
preference (and any accrued dividends) at the time of a liquidity event. This method
also considers the convertible features of the preferred equity classes, the preferred
warrants outstanding and the common options outstanding. A discount of 29% was
applied for lack of marketability of the equity shares since the Company is privately-
held.

Preferred Equity
Preferred shares were valued using the Black-Scholes Option Pricing model

considering the following factors: valuation date, strike price, risk-free rate, expected
dividend yield, expected life of the option, expected volatility, and underlying stock
value.




CREATION CAPITAL LLC
(a Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
December 31, 2008

R

Fair Value of Investment in Amedica

Significant

Number of Price per Observable
Shares Share Inputs - Level 2
Series A Convertible Preferred Stock 125,001 $ 1.60 §$ 200,002
Series C Convertible Preferred Stock 25,000 $ 1.60 §$ 40,000

Preferred Stock Warrants:

Series D 183,290 § 0375 § 68,734
$ 308,736

Investment securities are exposed to various risks, such as interest rate, market and
credit risks. Due to the level of risk associated with certain investment securities and
the level of uncertainty related to changes in the value of investment securities, it is at
least reasonably possible that changes in risks in the near term would materially affect
the Company’s Statement of Financial Condition and Statement of Income.

4. FURNITURE AND  Fumniture and equipment consist of the following at:

EQUIPMENT:
December 31, 2008
Office equipment $ 19,613
Furniture and fixtures 5,000
Total property and equipment 24,613
Less: accumulated depreciation (10,891)
Net property and equipment $ 13,722
Depreciation expense for the year ended December 31, 2008 was $4,138.
5. NET CAPITAL Securities and Exchange Commission Rule 15¢3-1 requires the Company to maintain
REQUIREMENT: a minimum net capital as adjusted for certain non-allowable assets and discounts. The
rule also requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1.
At December 31, 2008, the Company has net capital of $119,580, which was $114,580
in excess of its required net capital of $5,000. The Company’s net capital ratio was .11
tol.
6. LEASE The Company had two operating leases for office space which expired at May 31,

COMMITMENTS: 2008 and July 31, 2008, respectively. The current agreement became effective in
2008 and calls for monthly payments of $900 and $850, respectively. The new leases
are on a month-to-month basis and either party may terminate the agreement at any
time.

Rent expense for the year was $52,076.



CREATION CAPITAL LLC
(a Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
December 31, 2008

e

7.

OFF BALANCE-
SHEET CREDIT
RISK: '

In the normal course of business, the Company's customer and correspondent clearance
activities involve the execution and settlement of various customer securities transactions.
These activities may expose the Company to off balance-sheet risk in the event the
customer is unable to fulfill its contracted obligations and the Company has to purchase or
sell the financial instrument underlying the contract at a loss.

The Company's customer securities activities are transacted on either a delivery versus
payment, cash or margin basis. In delivery versus payment transactions, the Company is
exposed to risk of loss in the event of the customers' or brokers' inability to meet the terms
of their contracts. In the event the customers or brokers fail to satisfy their obligations, the
Company may be required to purchase or sell securities at prevailing market prices in
order to fulfill the obligations.

The Company's exposure to credit risk can be directly impacted by volatile securities
markets which may impair the ability of counterparties to satisfy their contractual
obligations. The Company seeks to control its credit risk through a variety of reporting
and control procedures. The company has historically maintained credit policies which
are more stringent than regulatory guidelines.

Certain activities of the Company involve the execution and clearance of customer
securities transactions through clearing brokers. These activities may expose the
Company to risk in the event a customer is unable to fulfill its contractual obligations,
since, pursuant to the clearing agreement, the Company has agreed to indemnify its
clearing broker, without limit, for losses sustained by the clearing broker from the clients
introduced by the Company. However, the transactions are collateralized by the
underlying securities, thereby reducing the risk to changes in the market value of the
securities through the settlement date. As a result of the settlement of these transactions,
there were no amounts to be indemnified at December 31, 2008.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Members
Creation Capital LLC

In planning and performing our audit of the financial statements of Creation Capital LLC (a Limited Liability
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
(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 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 (or aggregate debits) and net
capital under Rule 17-a3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3.
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:

1. Making quarterly securities examinations, counts, verifications and comparisons, and the recordation
of differences required by rule 17a-13.

2. 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

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 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 or 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
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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.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers, Inc. and the 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.

ESE Lp

New York, NY
February 18, 2009
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SUPPLEMENTARY INFORMATION
PURSUANT TO RULE 17a-5
OF THE SECURITIES EXCHANGE ACT OF 1934
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CREATION CAPITAL LLC
(a Limited Liability Company)

SCHEDULE I - COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1
L

Year ended December 31, 2008

Net capital:
Total members’ equity 456,821
Deduct non-allowable assets and charges:
Investment in preferred stock 308,735
Furniture and equipment, net 13,722
Other assets 14,784
337,241
Net capital 119,580
Aggregate indebtness - total liabilities 13,382
Computation of basic net capital requirement;
Minimum net capital required (greater of 6-2/3% of aggregate
indebtedness or $5,000 minimum dollar net capital requirement) 5,000
Excess net capital 114,580
Ratio of aggregate indebtedness to net capital 0.11
Reconciliation with the Company's computation (included in Part A of Form X-17A-5) as
of December 31, 2008:
Furniture and equipment, net as reported in the Company's
Part 1A (unaudited) FOCUS report 8,681
Increase in furniture and equipment, net resulting from audit adjustment
to decrease depreciation 5,041
Furniture and equipment, net per above 13,722
Total members' equity as reported in the Company's Part lIA (unaudited) FOCUS report 282,374
Audit adjustments, net on the statement of income 174,447
456,821

Total members' equity per above
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