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OATH OR AFFIRMATION

|, Charles E. Painter , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Painter, Smith, and Gorian Inc. , as

of December 31 : ,2008 , 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:

/]

JILL TRICK i
COMM. #1637260 2 Signature
Noiary Public - Galdoma“ .
San Bernardino County President
Comm. Expires Jan. 17 2010 Title

*See attached notary form
Notary Public

This report ** contains (check all appllcable boxes):

@ (a) Facing Page.

@ (b) Statement of Financial Condition.

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

B (d) Statement of Changes in Financial Condition.

[3 (¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

@ (g) Computation of Net Capital.

3 m Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

O () 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 15c3-3.

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

B () An Oath or Affirmation.

O (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).
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County of san Bernardino
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Independent Auditors’ Report
We have audited the accompanying statement of financial condition of Painter, Smith, and Gorian Inc. (the

Soren McAdam Christenson LLP

Certified Public Accountants and Business Advisors

To the Board of Directors
Painter, Smith, and Gorian Inc.

Company) as of December 31, 2008, and the related statements of loss, stockholders’ 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 Painter, Smith, and Gorian Inc. at 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 a whole.
The supplementary information contained in Schedules I, I, III, and IV 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.

SJn Wldam. ChoioTonsen KL

February 10, 2009
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Painter, Smith, and Gorian Inc.

Statement of Financial Condition

December 31, 2008

ASSETS

Cash $ 24,654
Deposits with clearing organizations 31,464
Receivables from broker-dealers and clearing organizations 68,892
Marketable securities 401,121
Property and equipment, net 148,914
Other assets 30,677
Total assets § 705,722

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities

Accounts payable and accrued expenses $ 29300
Deferred income taxes 15,427
Total liabilities 44,727

Stockholders’ equity
Common stock, no par value
Authorized: 10,000 shares

Issued and outstanding: 528 shares 19,772
Retained earnings 641,223
Total stockholders' equity 660,995
Total liabilities and stockholders' equity $ 705,722

See accompanying notes to financial statements.
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Painter, Smith, and Gorian Inc.

For the Year Ended December 31, 2008

Revenues

Commissions

Principal transactions
Interest and dividends
Investment advisory fees
Other income

Expenses

Employee compensation and benefits
Brokerage, exchange and clearance fees
Communications and data processing
Occupancy

Other expenses

Loss before income taxes
Income tax expense

Net loss

See accompanying notes to financial statements.

Statement of Loss

3

$ 876,443
445,495
5,606
359,086
5,480

1,692,110

1,072,099
125,284
76,033
243,697

188,052

1,705,165

(13,055)
593

$  (13,648)



Balance, December 31, 2007
Net loss

Balance, December 31, 2008

Painter, Smith, and Gorian Inc.
Statement of Stockholders' Equity

For the Year Ended December 31, 2008

Common Stock Retained
Shares Amount Earnings Total
528 § 19,772 $ 654,871 $ 674,643
— — (13,648) (13,648)
528 § 19772 $ 641,223 $ 660,995

See accompanying notes to financial statements.
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Painter, Smith, and Gorian Inc.
Statement of Cash Flows

For the Year Ended December 31, 2008

Cash flows from operating activities

Net loss $ (13,648)
Adjustments to reconcile net loss to net cash provided by operating activities
Depreciation 56,941
Deferred income tax expense (7,021)
{Increase) decrease in operating assets
Deposits with clearing organizations (613)
Receivable from broker-dealers and clearing organizations 15,156
Marketable securities (25,089)
Other assets (12,969)
Increase in accounts payable and accrued expenses (11,515)
Net cash provided by operating activities 1,242

Cash flows from investing activities

Purchase of property and equipment (14,103)
Net cash used in investing activities (14,103)
Net decrease in cash (12,861)
Cash

Balance, December 31, 2007 37,515
Balance, December 31, 2008 3 24,654
Cash paid for income taxes $ 5,769

See accompanying notes to financial statements.

5



Painter, Smith, and Gorian Inc.

Notes to Financial Statements

1. Description of the Company

Painter, Smith, and Gorian Inc. (the Company) is a securities broker-dealer registered with the Securities and
Exchange Commission (SEC). The Company provides agency transactions for customers, buys and sells for their
own account, and offers financial advisory services. The Company operates as a nonclearing broker-dealer on a
fully-disclosed basis and, therefore, does not carry customer accounts on its books. Although the Company clears ali
of its customers’ transactions through a single broker-dealer, management believes that alternative sources are
available to perform this service on comparable terms.

2. Summary of Significant Accounting Policies

The preparation of these financial statements requires management to make estimates and assumptions. Those
estimates and assumptions affect the reported amounts of assets, liabilities, revenues, and expenses, as well as the
disclosure of contingent assets and liabilities. Actual results could differ from those estimates. Management also
determines the accounting principles to be used in the preparation of financial statements. A description of the
significant accounting policies employed in the preparation of these financial statements follows:

Marketable Securities

Marketable securities are carried at market value. Securities transactions entered into for the account of the
Company are recorded on a trade-date basis.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is provided using straight-line
and accelerated methods over the estimated useful lives of the assets, generally seven years.

Revenues

Commissions on customers’ transactions are reported on a settlement date basis. Investment advisory fees are
recognized as earned on a pro rata basis over the term of the contract.

Income Taxes

Income taxes are recognized as transactions are reported in the financial statements and consist of taxes currently
due plus deferred taxes. Deferred income tax assets and liabilities are recognized for the future tax consequences of
temporary differences between amounts reported for financial statement purposes and amounts as measured by
income tax laws and regulations. Furthermore, deferred tax assets are recognized for income tax carryforwards. The
Company evaluates the likelihood ofirealizing future benefits of deferred income tax assets and provides a valuation
allowance when it is more likely than not that some or all of deferred income tax assets will not be realized.

Financial Interpretation No. 48, “*Accounting for Uncertainty in Income Taxes” (FIN 48), was issued in July 2006
and requires a more-likely-than-not threshold for the recognition of income tax positions. In December 2008, a
FASB Staff Position deferred the effective date for nonpublic enterprises, permitting adoption for years beginning
after December 15, 2008, The Company has elected to defer the application of FIN 48. The Company currently
recognizes income lax positions on a best-estimate basis. Interest and penalties related to income tax deficiencies or
assessments are reported as interest expense and other operating expenses.



Painter, Smith, and Gorian Inc.

. Notes to Financial Statements

3. Marketable Securities

Marketable securities consisted of the following:

Obligations of United States government $ 399,979
Money market funds 1,142

$401,121

4, Retirement Plan u

The Company has a defined contribution plan for substantially all of its employees. The Company is required to
contribute three percent of the compensation of eligible employees. The contribution for the year ended December 31,
2008 amounted to $25,378.

5. Income Taxes

The components of income tax expense follow:

Federal State Total
Current expense 5 6,814 b 800 $ 7614
Deferred benefit (7,021) - {7,021)

3 207y 8§ B0O 5§ 593

Deferred income taxes are primarily attributable to temporary differences in reporting depreciation expense for
financial statement and income tax purposes. In addition, deferred tax assets have been recognized for charitable
contribution carryforwards, ‘

The Company incurred income tax expense despite incurring a pretax loss as a result of the inclusion of state income
taxes and the effect of nondeductible expenses.

6. Lease Commitments
The Company leases its office facilities under a noncancellable agreement which expires in 2014. Lease expense for

all operating leases for 2008 totaled $148,735. The annual future mininmum lease payments at December 31, 2008
are as follows:

2009 5 146,207
2010 149,735
2011 153,410
2012 157,526
2013 161,642
Thereafter 124,556

3 893,076
[—————— ]



Painter, Smith, and Gorian Inc.

Notes to Financial Statements

7. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1}
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital (as defined) shall not exceed 15 to 1 and also provides that dividends may not be paid if the resulting net
capital ratio would exceed 10 to 1. At December 31, 2008, the Company had net capital of approximately $481,381,
which was $231,381 in excess of its minimum required net capital of $250,000.



Supplementary Information



Painter, Smith, and Gorian Inc.

Computation of Net Capital Under Rule 15¢3-1 of the
Security and Exchange Commission

December 31, 2008

Net capital
Total stockholders’ equity

Deduction of stockholders’ equity not allowable for net capital

Total stockholders’ equity qualified for net capital

Deductions and/or charges:
Property and equipment, net
Other assets

Net capital before haircut on securities

Haircuts on securities
United States government obligations
Certificates of deposit
Money market funds
State and municipal government obligations
Corporate obligations

Net capital

Aggregate indebtedness
Accounts payable and accrued expenses

Total aggregate indebtedness

Computaticn of basic net capital requirement
Minimum net capital required

Excess net capital

Excess net capital at 1,000 percent

Ratio: Aggregate indebtedness to net capital
Reconciliation to net capital in Part II of Form X-17A-5
Net capital, as reported in Company’s Part Il FOCUS report

Audit adjustments for income taxes and accrued expenses
Other differences

Schedule |

$ 660,995
660,995
(148,914)
(30,677)
481,404

23

$ 481,381

$ 44727

$ 44,727

$ 250,000

$ 2317381

S 476,908

0.09

$ 481815

(433)
)]

3 481,381



Schedule II

Painter, Smith, and Gorian Inc.

Computation of Determination of Reserve Requirements Under Rule 15¢3-3 of the
Securities and Exchange Commission

December 31, 2008

The Company clears on a fully disclosed basis and holds no customer funds or securities. Accordingly, the
computation of the reserve requirements under Rule 15¢3-3 of the Securities and Exchange Commission is not
applicable because the Company is exempt under paragraph (k){2)(ii) of the Rule.

10



Schedule 111

Painter, Smith, and Gorian Inc.

Information Relating to Possession or Control Requirements Under Rule 15¢3-3 of the
Securities and Exchange Commission

December 31, 2008

The Company, as an introducing broker, clears all transactions with and for customers on a fully disclosed basis
with a clearing broker, and promptly transmits all customer funds and securities to the clearing broker, which carries
all of the accounts of such customers. Company maintains a Special Account for the Exclusive Benefit of Customers
for the sole purpose of effectuating mutual fund purchases on behalf of customers. Therefore, the Company is
exempt from the Possession and Control Requirements and the Special Reserve Bank Account Requirement
pursuant to paragraphs (k}(2)(i) and (k)(2)(ii) of Rule 15¢3-3.

11



Schedule IV

Painter, Smith, and Gorian Inc.

Schedule of Segregation Requirements and Funds in Segregation for Customers’
Regulated Commodity Futures and Options Accounts

December 31, 2008

The Company is not registered as a futures commission merchant. Accordingly, this schedule is not applicable.

12



Gary L. Christenson, C.PA.
Kenneth N, Goddard, 111, C.Pa.
David ], Harrts, C.PA.

Douglas R. McAdam, c.pa.
Lucia A. Powell, C.PA.

James L. Sorcn, C.rA.

Kirk G. Stitt, C.pa.

David P. Tuktle, C.p.a.

Roger E. Wadcll, c.pa.

Cindy R. Watts, C.paA.

Soren McAdam Christenson LLP

Certified Public Accountants and Business Advisors

Auditors® Report on Internal Control

To the Board of Directors
Painter, Smith, and Gorian Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Painter, Smith, and
Gorian Inc. (the Company), for the year ended December 31, 2008, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the consolidated financial statements, and not to provide assurance on 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 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 17a-3(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, of
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 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;

3. Obtaining and maintéining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

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.
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Our consideration of internal control would not necessarily identify all deficiencies in internal contro! that might be
significant deficiencies or material weaknesses under standards established by the American Institute of Certified
Public Accountants. However, as dlscussed below, we noted a certain deficiency in internal contro! that we consider
to be a significant deficiency, and was, a deficiency that we consider to be a material weakness.

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 mlsstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

We believe the following deficiency constitutes a significant deficiency in internal control that is already known to
management and represents a conscious decision by management to accept that degree of risk because of cost or
other considerations.
A system of internal control over financial reporting includes controls over financial statements
preparation, including footnote disclosures. The Company does not have a person with the skills and
knowledge to prepare financial statements including all disclosures required by generally accepted
accounting principles. Management has advised us that they do not believe that the benefits of employing
this level of expertise warrant the associated costs.

This condition was considered in determining the nature, timing, and extent of the procedures to be performed in our
audit of the consolidated financial statements of the Company for the year ended December 31, 2008, and this report
does not affect our report thereon date?i February 10, 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 which do not accomplish such objectives in all
material respects indicate a material lnadequacy for such purposes. Based on this understanding and on our study,
we believe the Company's practlces|and precedures 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, 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

Ao Widam. Choisinson P

February 10, 2009

S "END



