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CERTIFIED PUBLIC ACCOUNTANTS
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SUITE 425

ENCINO CA 91436
818 789-0265 TELEPHONE
818 789-3949 FACSIMILIE

The Board of Directors

Bay Mutual Financial LLC

Santa Monica California

We have audited the accompanying statements of financial condition of Bay Mutual Financial

LLC as of December 31 2008 and 2007 and the related statements of operations changes in

equity and cash flows for the years ended December 31 2008 and 2007 that you are filing

pursuant to Rule 7a-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 audits

We conducted our audit in accordance with U.S generally accepted auditing standards 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

evidence on test basis 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 audits provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Bay Mutual Financial LLC as of December 31 2008 and 2007 and the

results of its operations and its cash flows for the years ended December 31 2008 and 2007 in

conformity with U.S generally accepted accounting principles

Our audits were conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained in Schedules II and ifi 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 the audits 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 whole

Lichter Yu Associates

Certified Public Accountants

Encino California

February 12 2009
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Bay Mutual Financial LLC

Statements of Financial Condition

December 31 2008 and 2007

Assets

Current Assets

Cash

Commissions receivable

Prepaid expenses

Total Current Assets

Fixed Assets

Furniture and equipment net of

accumulated depreciation of $19927 and $14184

Total Fixed Assets

Other Assets

Deposits and other assets

Total Other Assets

Total Assets

Current Liabilities

Accounts payable and accrued expenses

Income tax payable

Total Current Liabilities

Members Equity

Total Liabilities and Members Equity

2008

15747

55586

7565

78898

7699

7699

25000

25000

111597

27053

2500

29553

82044

111597

The accompanying notes are an integral part of these financial statements

2007

35133

39089

7565

81787

10785

10785

25000

25000

117572

28327

2500

30827

86745

117572

Liabilities and Members Equity



Bay Mutual Financial LLC

Statements of Operations

For the Years Ended December 31 2008 and 2007

2008

988045

988045

2007

971321

971321

526932 561557

100123 90923

24960 27985

75246 76491

53201 23955

203240 179220

983702 960131

4342 11189

5743 6125

5743 6125

1401 5064

3300 3300

4701 1764

Revenue

Commissions and fees

Total Revenue

Expense

Salaries payroll taxes and benefits

Rent

Professional services

Clearing charges

Marketing

Other expenses

Total Expenses

Income from Operations

Total Other Income and Expense

Depreciation and amortization

Total Other Income and Expense

Income Loss Before Provision for Income Taxes

Income tax provision

Net Income Loss

The accompanying notes are an integral part of these financial statements



Bay Mutual Financial LLC

Statements of Cash Flows

For the Years Ended December 31 2008 and 2007

Cash flows from operating activities

Net income loss

Adjustments to reconcile net income to net cash provided by operating

activities

Depreciation

Decrease Increase in receivable from Brokers and

Dealers

Decrease Increase in prepaid expenses
and deposits

Decrease Increase in accounts payable

Total Adjustments

Net cash provided byused in operations

Cash flows from investing activities

Purchase of furniture and equipment

Net cash used in investing activities

Net change in cash

Cash at beginning of period

Cash at end of period

Supplemental cash flow disclosures

Income tax payments

2008

4701

5743

16497

1274

12028

16729

2657

2657

19386

35133

15747

3300

2007

1764

6125

5972

4077

4230

5994

3501

3501

2493

32640

35133

3300

The accompanying notes are an integral part of these financial statements



Bay Mutual Financial LLC

Statements of Changes in Members Equity

December 31 2008 and 2007

Members Equity

Balance at beginning of year

Net income loss

Balance at end of year

2008

86745

4701

82044

2007

84981

1764

86745

The accompanying notes are an integral part of these financial statements



Bay Mutual Financial LLC
Notes to Financial Statements

December 31 2008 and 2007

Note Nature of Activities

Bay Mutual Financial LLC the Company was organized in the State of California on

June 12 2003 as broker/dealer in securities under the Securities and Exchange Act of

1934 and is member of the Financial Industry Regulatory Authority FINRA

Note Summary of Significant Accounting Policies

Revenue Recognition

The Company recognizes income and expense on the accrual basis for financial and

income tax reporting purposes

Securities transactions and related commission revenues and expenses are recorded on

settlement date basis Accounting principles generally accepted in the United States of

America GAAP require transactions to be recorded on trade date basis however

there is no material difference between trade date and settlement date for the Company

Estimates

The presentation of financial statements in conformity with GAAP requires management

to make certain estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenue and expenses during the reporting period

Actual results could vary from the estimates that were used

Cash

For purposes relating to the statement of cash flows the Company considers all highly

liquid instruments purchased with maturity of three months or less to be cash

equivalents

Property and Equipment

Furniture and equipment are stated at cost Repairs and maintenance to these assets are

charge to expense as incurred major improvements enhancing the function and/or useful

life are capitalized Depreciation is computed using the straight line method over the

estimated useful lives of the assets as follows

Furniture and Fixtures to 10 years

Office Equipment to 10 years



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Customer Transactions

The Company does not hold inventory for customers All funds belonging to customers

are held in separate bank account for the exclusive benefit of customers Securities

transactions are cleared through another broker-dealer on fully disclosed basis

Recent Accounting Pronouncements

In February 2006 FASB issued SFAS No 155 Accounting for Certain Hybrid Financial

Instruments SFAS No 155 amends SFAS No 133 Accounting for Derivative

Instruments and Hedging Activities and SFAF No 140 Accounting for Transfers and

Servicing of Financial Assets and Extinguishments of Liabilities SFAS No 155

permits fair value remeasurement for any hybrid financial instrument that contains an

embedded derivative that otherwise would require bifurcation clarifies which interest-

only strips and principal-only strips are not subject to the requirements of SFAS No 133

establishes requirement to evaluate interest in securitized financial assets to identify

interests that are freestanding derivatives or that are hybrid financial instruments that

contain an embedded derivative requiring bifurcation clarifies that concentrations of

credit risk in the form of subordination are not embedded derivatives and amends SFAS

No 140 to eliminate the prohibition on the qualifying special-purpose entity from holding

derivative financial instrument that pertains to beneficial interest other than another

derivative financial instrument This statement is effective for all financial instruments

acquired or issued after the beginning of the Companys first fiscal year that begins after

September 15 2007

Tn March 2006 FASB issued SFAS No 156 Accounting for Servicing of Financial

Assets This Statement amends FASB Statement No 140 Accounting for Transfers

and Servicing of Financial Assets and Extinguishments of Liabilities with respect to the

accounting for separately recognized servicing assets and servicing liabilities This

Statement

Requires an entity to recognize servicing asset or servicing liability each time it

undertakes an obligation to service financial asset by entering into servicing

contract

Requires all separately recognized servicing assets and servicing liabilities to be

initially measured at fair value if practicable

Permits an entity to choose Amortization method or Fair value measurement

method for each class of separately recognized servicing assets and servicing

liabilities



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Recent Accounting Pronouncements continued

At its initial adoption permits one-time reclassification of available-for-sale

securities to trading securities by entities with recognized servicing rights without

calling into question the treatment of other available-for-sale securities under

Statement 115 provided that the available-for-sale securities are identified in

some manner as offsetting the entitys exposure to changes in fair value of

servicing assets or servicing liabilities that servicer elects to subsequently

measure at fair value

Requires separate presentation of servicing assets and servicing liabilities

subsequently measured at fair value in the statement of financial position and

additional disclosures for all separately recognized servicing assets and servicing

liabilities

This Statement is effective as of the beginning of the Companys first fiscal year that

begins after September 15 2006

Tn June 2006 the FASB issued Financial Interpretation No 48 FIN 48 Accounting

for Uncertainty in Income Taxes an Interpretation of FASB Statement No 109 which

prescribes threshold and measurement attribute for financial statement recognition and

measurement of tax position taken or expected to taken in tax return FIN 48 requires

that the Company recognize in its financial statements the impact of tax position if it is

more likely than not that such position will be sustained on audit based on its technical

merits This interpretation also provides guidance on de-recognition classification

interest and penalties accounting in interim periods disclosure and transition The

effective date of the provisions of FIN 48 for all nonpublic companies has been

postponed to fiscal year beginning December 17 2007



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Recent Accounting Pronouncements continued

In September 2006 FASB issued SFAS No 157 Fair Value Measurements This

Statement defines fair value establishes framework for measuring fair value in GAAP
and expands disclosures about fair value measurements This Statement applies under

other accounting pronouncements that require or permit fair value measurements the

Board having previously concluded in those accounting pronouncements that fair value is

the relevant measurement attribute Accordingly this Statement does not require any new

fair value measurements However for some entities the application of this Statement

will change current practice This Statement is effective for financial statements issued

for fiscal years beginning after November 15 2007 and interim periods within those

fiscal years

In September 2006 FASB issued SFAS No 158 Employers Accounting for Defined

Benefit Pension and Other Postretirement Plansan amendment of FASB Statements

No 87 88 106 and 132R This Statement improves financial reporting by requiring an

employer to recognize the over funded or under funded status of defined benefit

postretirement plan other than multiemployer plan as an asset or liability in its

statement of financial position and to recognize changes in that funded status in the year

in which the changes occur through comprehensive income of business entity or

changes in unrestricted net assets of not-for-profit organization This Statement also

improves financial reporting by requiring an employer to measure the funded status of

plan as of the date of its year-end statement of financial position with limited exceptions

An employer with publicly traded equity securities is required to initially recognize the

funded status of defined benefit postretirement plan and to provide the required

disclosures as of the end of the fiscal year ending after December 15 2006 An employer

without publicly traded equity securities is required to recognize the funded status of

defined benefit postretirement plan and to provide the required disclosures as of the end

of the fiscal year ending after June 15 2007 However an employer without publicly

traded equity securities is required to disclose the following information in the notes to

financial statements for fiscal year ending after December 15 2006 but before June 16

2007 unless it has applied the recognition provisions of this Statement in preparing those

financial statements

brief description of the provisions of this Statement

The date that adoption is required

The date the employer plans to adopt the recognition provisions of this

Statement if earlier



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Recent Accounting Pronouncements continued

The requirement to measure plan assets and benefit obligations as of the date of the

employers fiscal year-end statement of financial position is effective for fiscal years

ending after December 15 2008

In February 2007 FASB issued FASB Statement No 159 FAS 159 The Fair Value

Option for Financial Assets and Financial Liabilities FAS 159 is effective for fiscal years

beginning after November 15 2007 Early adoption is permitted subject to specific

requirements outlined in the new Statement Therefore calendar-year companies may be

able to adopt FAS 159 for their first quarter 2007 financial statements

The new Statement allows entities to choose at specified election dates to measure

eligible financial assets and liabilities at fair value that are not otherwise required to be

measured at fair value If company elects the fair value option for an eligible item

changes in that items fair value in subsequent reporting periods must be recognized in

current earnings FAS 159 also establishes presentation and disclosure requirements

designed to draw comparison between entities that elect different measurement attributes

for similarassets and liabilities

Note Cash

The Company maintains its cash balances at banks and brokerage house located in

Santa Monica California The bank balances are insured by the Federal Deposit

Insurance Corporation and the brokerage account by the Securities Investor Protection

Corporation up to $250000 and $10000000 respectively As of December 31 2008 and

2007 there were no uninsured cash balances

Note Net Capital

Pursuant to the net capital provisions of the Securities and Exchange Act of 1934 the

Company is required to maintain minimum net capital as defined under such provisions

Net capital and the related net capital ratio may fluctuate on daily basis At December

31 2008 and 2007 the Company had net capital requirements of $5000 and net capital

of approximately $15500 and $33982 respectively

10



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Note Customer Protection Rule Exemption

The Company relied on Section K2ii of the Securities and Exchange Commission

Rule 15c3-3 to exempt them from the provisions of the rule

Note Furniture And Equipment

2008 2007

Furniture and equipment 27626 24969

Accumulated depreciation 19927 14184

Net fixed assets 7699 $10785

Note Commitments

Operating Lease

The Company leases two offices under non-cancelable operating leases The leases

expire in February 2010 and June 2014 Rent expense for year ended December 31

2008 and 2007 was $100123 and $90923 respectively The future minimum lease

obligation resulting from these agreement are as follows

Year ending

2009 118492

2010 102220

2011 118444

2012 139743

Thereafter 219430

Total 698329

11



Bay Mutual Financial LLC
Notes to Financial Statements Continued

December 31 2008 and 2007

Note Income Tax Provision

The Company files its own federal and state income tax returns Due to the nature of

Limited Liability Company the members are taxed directly on the profits and losses of the

Company The Company is liable for the minimum state tax and Limited Liability

Company franchise fee

At December 31 2008 and 2007 the Company made an appropriate state income tax

provision for minimum state tax and Limited Liability Company Franchise fees of

$3300

Note Compensated Absences

All full time regular covered employees are eligible for vacation with pay according to the

following schedule During the first year of employment employees can earn up to forty

40 hours of vacation during the second year of employment employees can earn up to

eighty 80 hours of vacation and during the third year of employment employees can

earn up to one hundred twenty 120 hours of vacation and during the tenth year of

employment employees can earn up to one hundred sixty 160 hours of vacation and

during the twentieth year of employment employees can earn up to two hundred 200
hours of vacation Employees can accrue up to maximum of times their annual rate

no additional time will be accrued until some vacation time is used The date of

employment will be considered the anniversary date for vacation purposes At

termination employees are paid for any accumulated unpaid vacation leave As of

December 31 2008 and 2007 there was no vacation liability

12



Supplemental Schedules
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Bay Mutual Financial LLC

Computation of Net Capital and Aggregate Indebtedness

Pursuant to Rule 15c3-1

December 31 2008 and 2007

Schedule

Members Equity

Less Non Allowable Assets

Commissions receivable

Prepaid expenses

Fixed assets

Total Non Allowable Assets

Less Haircuts

Net Capital

Total Liabilities

Aggregated Indebtedness

Net Capital Required

Minimum Net Capital Required 2/3% of Aggregated

Indebtedness

Minimum Dollar Requirement

Net Capital Requirement greater of the two

Excess Net Capital 1000% Net Capital 10% of

Aggregate Indebtedness

2008

82044

51280

7565

7699

66544

15500

29553

29553

5000

1971

5000

5000

12545

2007

86745

34413

7565

10785

52763

33982

30827

30827

5000

2056

5000

5000

30899

The accompanying notes are an integral part of these financial statements

14



Bay Mutual Financial LLC

Reconciliation of Net Capital Computation with Focus II Report

December 31 2008 and 2007

Net Capital Per Focus II Report

Schedule II

Decrease Increase in non allowable assets

Increase Decrease in income due to audit adjustments

Net Capital

Reconciliation of Audit Adjustments

Correction to expense accounts

2008

22500

5743

12743

15500

12743

2007

46467

6125

18610

33982

18610

Increase Decrease in income due to audit adjustments 12743 18610

The accompanying notes are an integral part of these financial statements

15



Bay Mutual Financial LLC

Computation for Determination of Reserve Requirements and Information Relating to the

Possession and Control Requirements Under Rule 15c3-3

December 31 2008 and 2007

Schedule ifi

Bay Mutual Financial LLC relies on Section K2ii of the Securities and Exchange Rule 5c3-

to exempt them from the provisions of these rules

16



LICHTER YU ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS

15133 VENTURA BOULEVARD
SUITE 425

ENCINO CA 91435
818 789-0255 TELEPHONE
818 789-3949 FACSIMILIE

The Board of Directors

Bay Mutual Financial LLC

Santa Monica California

In planning and performing our audit of the financial statements of Bay Mutual Financial LLC as

of December 31 2008 we considered its internal control including activities for safeguarding

securities in order to determine our auditing procedures for the purpose of expressing our

opinion on the financial statements and not to provide assurance on internal control

Also as required by Rule 17a-5g1 of the Securities Exchange Act of 1934 we have made

study of the practices and procedures followed by the Company including test of such practices

and procedures that we considered relevant to the objectives state in Rule 7a-5 in making the

periodic computation of aggregate indebtedness or aggregate debits and net capital under Rule

17a-3a1 and for determining compliance with exemptive provision of Rule 15c3-3 Because

the Company does not carry security 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 quarterly securities examinations counts verification and

comparisons and recordation of differences required by rule 7a- 13

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 in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related cost 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

managements authorization and recorded properly to permit preparation of financial statements

in accordance with U.S generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

MEJER
CALIFORNIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS



Because of inherent limitations in internal controls 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

Our consideration of internal control would not necessarily disclose all matters in the internal

control that might be material weakness under standards established by the American Institute of

Certified Public Accountants material weakness is condition in which the design or

operation of the specific internal control components does not reduce to relatively low level the

risk that errors or fraud in amount that would be material in relation to the financial statements

being audited may occur and not be detected within timely period by employees in the normal

course of performing their assigned functions However we noted no matters involving the

internal control including control activities for safeguarding securities that we consider to be

material weakness 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 were adequate at December 31 2008 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC NASD and other regulatory agencies that rely on Rule 7a-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 these specified parties

LI
Lichter Yu Associates

Certified Public Accountants

Encino California

February 12 2009
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