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OATH OR AFFIRMATION

I, _Jed Kaplan , swear (or affirm) that, to the best of my

knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
LF Financial, L1.C ,asof
December 31 ,20 O8 , 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:

Nd exceptions

/>

/4
ol

(Title)

M CcO INWE A b1 wi 1 civive TLVAN

(Notary Public)

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

X (a) Facing Page.

X] (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition. (Cash Flows)

(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.

() 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.

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

(D An Oath or Affirmation

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any miaterial inadequacies found to exist or found to have existed since the-date of the
previous audit.

XXX

X

ROR ORXO

** For conditions of confidential treatment of certain portions of this filing. See section 240.17a-5(¢)(3).

A report confaining a statement of financial condition has been included; accordingly it is
requested that this report be given confidential treatment.
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INDEPENDENT AUDITORS' REPORT

To the Member
LF Financial, LL.C
Boca Raton, Florida

We have audited the accompanying statement of financial condition of LF
Financial, LLC as of December 31, 2008. 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
I ( A U F M AN in the United States of .America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the statement of
R O S S TN’ financial condition is free of material misstatement. An audit includes examining,
pROFESSIONAL O 2 test basis, evidence supporting the amounts and disclosures in the statement
C 0 e ASSOCIATION of financial condition. An audit also includes assessing the accounting principles
cerieren pusiic accountants  used and significant estimates made by management, as well as evaluating the
overall statement of financial condition presentation. We believe that our audit

provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents
fairly, in all material respects, the financial position of LF Financial, LLC as of
December 31, 2008, in conformity with accounting principles generally accepted
in the United States of America.

As discussed in Note 1 to the financial statements, the Company adopted Statement of
Financial Accounting Standards No. 157, Fair Value Measurements, during the year

ended December 31, 2008.
K% @WJ—\ e C .

Miami, Florida
February 24, 2009

Praxity:
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LF FINANCIAL, LL.C
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2008

ASSETS
RECEIVABLE FROM BROKER (NOTES 2, 6 AND 8) 778,371
SECURITIES OWNED, AT FAIR VALUE (NOTES 3, 6 AND 8) 148,314
PROPERTY AND EQUIPMENT, net of accumulated depreciation of $107,353 74,325
OTHER ASSETS 12,788
1,013,798
LIABILITIES AND MEMBER'S EQUITY
LIABILITIES |
Accounts payable and accrued liabilities (Note 7) 392,562
Due to officers (Note 8) ‘ 214,938
Total liabilities 607,500
LEASE COMMITMENTS AND CONTINGENCIES (NOTES 4 AND 7)
MEMBER'S EQUITY 406,298
1,013,798

See accompanying notes.
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LF FINANCIAL, LL.C
NOTES TO STATEMENT OF FINANCIAL CONDITION

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business and Organization

LF Financial LLC (the "Company") is a broker-dealer specializing in fixed income and
equity securities. The Company acts in a principal capacity, buying and selling for its
own account and trading with customers and other dealers, and in an agency capacity,
buying and selling securities for its customers and charging a commission.

Government and Other Regulation

The Company's business is subject to significant regulation by various governmental
agencies and self-regulatory organizations. Such regulation includes, among other
things, periodic examinations by these regulatory bodies to determine whether the
Company is conducting and reporting its operations in accordance with the
requirements of these organizations. .

Property and Equipment

Property and equipment are recorded at cost. Expenditures for major improvements
and additions are charged to the asset accounts while replacements, maintenance and
repairs, which do not improve or extend the lives of the respective assets are charged
to expense in the period they are incurred.

Depreciation is computed on the straight-line method over seven years for furniture
and fixtures and five years for equipment, the estimated useful lives of the assets.

Income Taxes

The Company, with the member's consent, has elected to be treated as an S
Corporation for federal and state income tax purposes. Under this election, no
provision for income taxes is made since such taxes are the personal responsibility of
the member.

The Company has elected to defer adoption of Financial Accounting Standards Board
(FASB) Interpretation No. 48, Accounting for Uncertainty in Income Taxes, until the
year ending December 31, 2009 in accordance with FASB Staff Position (FSP) FIN
48-3. The Company has historically evaluated its potential income tax liability arising
from uncertain tax positions pursuant to FASB Statement No. 5 whereby loss
contingencies are accrued if the loss is both probable and can be reasonably estimated.
FSP FIN 48-3 deferred the mandatory adoption date of the Interpretation to the annual
financial statements for fiscal years beginning after December 15, 2008 to allow the
FASB to develop guidance on its application to pass-through entities, such as the
Company.



NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates in the Preparation of Financial Statements

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 the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements.
Actual results could differ from those estimates.

Securities Transactions

Securities transactions and related commissions are reported on a trade date basis.
The change in the resulting difference between cost and market is included in net
trading profits in the statement of operations.

Valuation of Investments in Securities at Fair Value - Definition and Hierarchy

The Company adopted Financial Accounting Standards Board Statement of Financial
Accounting Standards No. 157, "Fair Value Measurements" ("SFAS 157"), during the
year ended December 31, 2008. In accordance with SFAS 157, fair value is defined as
the price that the Company would receive to sell an investment or pay to transfer a
liability in an orderly transaction with an independent counter-party in the principal
market or in the absence of a principal market, the most advantageous market for the
investment or liability. SFAS 157 establishes a three-tier hierarchy to distinguish
between (1) inputs that reflect the assumptions market participants would use in
pricing an asset or liability developed based on market data obtained from sources
independent of the reporting entity (observable inputs) and (2) inputs that reflect the
reporting entity’s own assumptions about the assumptions market participants would
use in pricing an asset or liability developed based on the best information available in
the circumstances (unobservable inputs); and to establish classification of fair value
measurements for disclosure purposes. Various inputs are used in determining the
value of the Company’s investments. The inputs are summarized in the three broad
levels listed below.

Level 1 - quoted prices in active markets for identical investments

Level 2 - other significant observable inputs (including quoted prices for similar
investments, interest rates, credit risk, etc.)

Level 3 - significant unobservable inputs (including the Company’s own
assumptions in determining the fair value of investments)



NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Exchange Traded Securities

Securities and other investments traded on a national exchange or on the national
market system of NASDAQ are valued at their last reported sale price or, if there has
been no sale on that date, at the closing "bid" price if long, or closing "ask" price if
short. Other securities or investments for which over-the-counter market quotations
are available are valued at their last reported sale price or, if there had been no sale on
that date, at closing "bid" price if long, or closing "ask" price if short as reported by a
reputable source selected by Management. The Company has sole and absolute
discretion in valuing any positions for which market quotations are not readily
available or in adjusting the valuation of any other positions. Exchange traded
securities are generally categorized in Level 1 of the fair value hierarchy.

Commercial Mortgage-Backed Securities (CMBS)
and Asset-Backed Securities (ABS)

CMBS and ABS may be valued based on external price/spread data. When position-
specific external price data are not observable, the valuation is based on prices of
comparable securities. Included in this category are certain interest-only securities,
which, in the absence of market prices, are valued as a function of observable whole-
bond prices and cash flow values of principal-only bonds using current market
assumptions at the measurement date. CMBS and ABS are categorized in Level 2 of
the fair value hierarchy when external pricing data is observable and in Level 3 when
external pricing data is unobservable.

NOTE 2.

RECEIVABLE FROM BROKER

The amount receivable from broker is a combination of operating cash at the broker,
required deposits and the differential of amounts due to and from the Company on
securities transactions. The Company maintains checking privileges at its broker.
These amounts are highly liquid and are considered cash.



NOTE 3. FAIR VALUE MEASUREMENT
The Company’s assets and liabilities recorded at fair value have been categorized
based upon a fair value hierarchy in accordance with SFAS No. 157 and the
Company’s accounting policies as disclosed in Note 1. The following table presents
information about the Company’s assets measured at fair value as of December 31,
2008:
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
ASSETS, at fair value (Level 1) (Level 2) (Level 3) Total
Securities Owned $ 90,011 $ 58,303 $ - $ 148,314
NOTE 4. LEASE COMMITMENTS
The Company is obligated under non-cancelable lease agreements for both its office
facility in Boca Raton, Florida and for certain equipment. ’
Approximate future minimum payments under the non-cancelable leases for the years
subsequent to December 31, 2008 are as follows:
2009 $ 36,000
2010 37,000
2011 39,000
2012 40,000
2013 7,000
$ 159,000
NOTES. NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule
of the Securities and Exchange Commission, which requires that "Net Capital", as
defined, shall be at least the greater of $100,000 or 6 2/3% of "Aggregate
Indebtedness", as defined. At December 31, 2008, the Company's "Net Capital” was
$302,323, which exceeded the requirements by $202,323. The ratio of "Aggregate
Indebtedness"” to "Net Capital” was 2.01 to 1 at December 31, 2008.



NOTE 6.

RISK CONCENTRATIONS

Clearing and Depository Operations

The clearing and depository operations for the Company's securities transactions are
provided by a brokerage firm, whose principal office is in St. Louis, Missouri. At
December 31, 2008, all securities owned and the amount receivable from broker, as
reflected in the accompanying statement of financial condition, are held by and due
from this broker.

Derivative Instruments

The following information is presented in compliance with Financial Accounting
Standards Board Statement 133, "Accounting for Derivative Instruments and Hedging
Activities", which requires disclosures with respect to the purpose of and risks
associated with using derivatives.

The Company invests in fixed income-related derivative contracts, primarily
collateralized mortgage obligations.. In the normal course of business, the Company
enters into derivative contracts for trading purposes. Typically, derivative contracts

- serve as components of the Company's investment strategies and are utilized primarily

to structure the portfolio or individual investments to economically match the
investment objectives of the Company.

These derivative instruments are traded on the inter-dealer market with other financial
institutions of the highest rating. As such, the risk of counterparty non-performance is
deemed to be insignificant.

Other Risk Concentrations

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

The Company's customer securities activities are transacted on either a cash or margin
basis. In margin transactions, the Company extends credit to its customers, subject to
various regulatory and internal margin requirements, collateralized by cash and
securities in the customers' accounts. In connection with these activities, the Company
executes customer transactions involving the sale of securities not yet purchased,
substantially all of which are transacted on a margin basis subject to individual
exchange regulations. Such transactions may expose the Company to significant off-
balance-sheet risk in the event margin requirements are not sufficient to fully cover
losses that customers may incur. In the event a customer fails to satisfy its obligations,
the Company may be required to purchase or sell financial instruments at prevailing
market prices to fulfill the customer's obligations. The Company seeks to control the
risks associated with its customer activities by requiring customers to maintain margin
collateral in compliance with various regulatory and internal guidelines. The
Company monitors required margin levels daily and, pursuant to such guidelines,
requires the customer to deposit additional collateral or to reduce positions when
necessary. -



NOTE 7.

CONTINGENCIES

Class Actions

The Company is one of many defendants in class actions filed by individuals in
various states. These individuals are claiming damages against many mutual fund
companies and broker-dealers for the "late-trading" of mutual fund securities.
Although named as a defendant, no significant action has been taken against the
Company. Management believes that these actions against the Company are without
merit and intends to vigorously defend itself if and when these cases proceed. The
outcome, as well as the extent of the Company's liability, if any, cannot be determined
at this time.

Settlements and Awards

The Company entered into a settlement and release agreement for a matter during
2008. The Company also entered into a settlement and release agreement during 2009.
In connection with the agreement, the Company incurred settlement and award
expenses, of which $25,800 is included in accounts payable and accrued liabilities in
the accompanying statement of financial condition.

NOTE 8.

DUE TO OFFICERS

The Company has received funds from two officers. The funds received are
segregated in an account at the Company's clearing and depository broker. The
officers purchase and sell securities in this account, with the net profits or losses, net
of transaction costs, due to the officers. At December 31, 2008, the amount due to the
officers is $214,938 and is due upon demand. In addition, at December 31, 2008,
$48,010 of securities owned, at market and $166,928 of receivable from broker
represent the assets in the segregated account.



INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED
BY SEC RULE 17a-5 FOR A BROKER-DEALER CLAIMING AN EXEMPTION
FROM SEC RULE 15¢3-3

To the Member
LF Financial, LLC
Boca Raton, Florida

In planning and performing our audit of the financial statements of LF Financial, LLC
(the Company) as of and for the year ended December 31, 2008, in accordance with
auditing standards generally accepted in the United States of America, we considered the
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

(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

I( AU F M AN included tests of such practices and procedures that we considered relevant to the

l' objectives stated in rule 17a-5(g) in making the periodic computations of aggregate

R O S SI N indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for

C O PROFESSIONAL determining compliance with the exemptive provisions of rule 15¢3-3. Because the

¢ ASSOCIATION Company does not carry securities accounts for customers or perform custodial functions

FERTITIED PUBLIC ACCOUNTANTS — 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

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 preparation of financial statements in
conformity with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) list additional objectives of the practices and procedures listed
in the preceding paragraph.

Praxity.
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Because of inherent limitations in internal control and the practices and procedures
referred to above, errors 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 accounting principles generally accepted in the United States of
America 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. However, we identified the following
deficiencies in internal control that we considered to be a material weakness, as defined
above. These conditions were considered in determining the nature, timing, and extent
of the procedures performed in our audit of the financial statements of LF Financial,
LLC as of and for the year ended December 31, 2008, and this report does not affect our
report thereon dated February 24, 2009. We noted there were deficiencies in the month-
end financial statement close process that resulted in material audit adjustments.
Management is addressing the deficiencies by retraining staff and defining specific
month-end procedures for the financial statement close process.

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 inadequate at December 31,
2008, to meet the SEC's objectives. As discussed in the preceding paragraph, we noted
there were deficiencies in the month-end financial statement close process that resulted
in material audit adjustments. Management is addressing the deficiencies by retraining
staff and defining specific month-end procedures for the financial statement close
process.



This report is intended solely for the use of the Board or Directors, management, the
SEC, the FINRA, 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 specified
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Miami, Florida
February 24, 2009
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