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INDEPENDENT ACCOUNTANTS’ REPORT

Officers and Directors
Waterford Investor Services, Inc.
Richmond, Virginia

We have audited the accompanying statement of financial condition of Waterford Investor
Services, Inc. (the “Company”) as of December 31, 2009 that you are filing pursuant to Rule 17a-5
under the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement. 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 statement referred to above presents fairly, in all material
respects, the financial position of Waterford Investor Services, Inc. as of December 31, 2009, in
conformity with accounting principles generally accepted in the United States.
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February 25, 2010
Glen Allen, Virginia
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WATERFORD INVESTOR SERVICES, INC.

Statement of Financial Condition
December 31, 2009

Assetls

Cash

Receivables from clearing broker
Receivables from non-customers
Property and equipment, net
Other assets

Total assets

Liabilities and Stockholders' Equity

Liabilities:
Accounts payable and accrued liabilities
Stockholders' equity
Common stock, No par value; 1,000,000 shares authorized,

1,000,000 shares issued and outstanding
Accumulated deficit

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying notes to financial statement.

2

95,271
51,874
45,651

4,500
17,181

214,477

80,667

601,170
(467,360)

133,810

$

214,477




WATERFORD INVESTOR SERVICES, INC.

Notes to Financial Statement

Summary of Significant Accounting Policies:

Nature of Business: Waterford Investor Services, Inc. (the “Company”), is a
corporation organized in the state of Florida and operates as a broker/dealer primarily in
the eastern United States. The Company is an Introducing Broker and forwards all
transactions to a Clearing Broker on a fully disclosed basis. As a broker/dealer, the
Company is subject to regulations of the Securities and Exchange Commission (the
“SEC”) and is a member of the Financial Industry Regulatory Authority (‘FINRA”).

The Company is 90%-owned by AIC, Inc., a Virginia corporation (“AIC”). These financial
statements are not intended to present the consolidated financial position and results of
operations of AIC as of and for the year ended December 31, 2009.

Risks and Uncertainties: Financial instruments which potentially expose the Company
to concentrations of credit risk consist primarily of cash and other financial instruments.
The Company maintains its cash balances in financial institutions insured by the Federal
Deposit Insurance Corporation up to $250,000.

Cash: The Company considers all highly liquid instruments purchased with maturities of
three months or less to be cash equivalents.

Property and Equipment: Property and equipment are stated at cost. Depreciation is
calculated using the straight-line method over the estimated useful life of 3 years.

Income taxes: The Company accounts for deferred income taxes by the liability
method. Deferred income tax liabilities are computed based on the temporary
differences between the financial statement carrying amounts and income tax basis of
assets and liabilities using enacted tax rates in effect for the years in which the

differences are expected to reverse.



WATERFORD INVESTOR SERVICES, INC.

Notes to Financial Statement, Continued

Summary of Significant Accounting Policies, Continued:

Income Tax Uncertainties: During 2009, the Company adopted Financial Accounting
Standards Board (“FASB”) guidance related to accounting for uncertainty in income
taxes, which clarifies the accounting for income taxes by prescribing the minimum
recognition threshold that a tax position is required to meet before being recognized in
the Company’s financial statements. The interpretation also provides guidance on
derecognition, classification, interest and penalties, disclosure and transition.

In accordance with the interpretation, the Company discloses the expected future tax
consequences of uncertain tax positions presuming the taxing authorities’ full knowledge
of the facts and the Company’s position and records unrecognized tax benefit liabilities
for known, or anticipated tax issues based on the Company’s analysis of whether
additional taxes would be due to the authority given their full knowledge of the tax
position. The Company accrues interest and penalties related to unrecognized tax
benefits as other noncurrent liabilities and recognizes the related changes in the
Company’s assessments as a component of income tax expense. The Company has
completed its assessment and determined that there were no tax positions which would
require recognition under the interpretation.

Use of Estimates: The preparation of financial statements in conformity with generally
accepted accounting principles 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 and the reported
amounts of revenues and expenses during the period reported. Actual results could
differ from those estimates.

Subsequent Events: Management has evaluated subsequent events through February
25, 2010, the date the financial statements were available to be issued, and has
determined there are no subsequent events to be reported in the accompanying financial
statements.

Property and Equipment:

Property and equipment at December 31, 2009 consisted of the following:

Software $ 16,750
Less: accumulated depreciation (12,250)
Net property and equipment $ 4,500



WATERFORD INVESTOR SERVICES, INC.

Notes to Financial Statement, Continued

Income Taxes:

The tax effects of temporary differences that give rise to significant portions of the
deferred tax assets and deferred tax liabilities at December 31, 2009 are as follows:

Deferred tax assets $ 110,000
Valuation allowance (110,000)
$ -

The Company has provided a valuation allowance against its deferred tax assets due to
the present uncertainties regarding their ultimate realization. At December 31, 2009 the
Company had net operating loss carryforwards of approximately $522,000 which expire
at varying dates through 2029. The timing and manner in which the operating loss
carryforwards may be utilized in any year will be limited by the Company’s ability to
generate future earnings.

Financial Instruments with Off-Balance Sheet Risk:

As a securities broker, the Company is engaged in buying and selling securities as an
agent for a diverse group of individuals, institutional investors and as principal for its own
account. The Company introduces these transactions for clearance to another firm on a
fully-disclosed basis. The agreement between the Company and its clearing broker
provides that the Company is obligated to assume any exposure related to
nonperformance by its customers. If any transactions do not settle, the Company may
incur a loss if the market value of the security is different from the contract value of the
transaction. The Company monitors its customer activity by reviewing information it
receives from its clearing brokers on a daily basis, requiring customers to deposit
additional collateral, or reduce positions when necessary.

The Company does not anticipate nonperformance by customers or counterparties in the
above situations. The Company’s policy is to monitor its market exposure and
counterparty risk and to review, as necessary, the credit standing of each counterparty
and customer with which it conducts business.

Net Capital Requirements:

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1), which
requires the maintenance of minimum net capital and the ratio of aggregate
indebtedness to net capital, of not more than 15 to 1. At December 31, 2009, the
Company had net capital of $82,955, which was $77,578 in excess of required minimum
net capital of $5,377. The Company’s net capital ratio was .97 to 1.



INDEPENDENT ACCOUNTANTS' REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17A-5(g)(1) FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15C3-3

Officers and Directors
Waterford Investor Services, Inc.
Richmond, Virginia

In planning and performing our audit of the financial statement of Waterford Investor
Services, Inc. (“the Company”), as of December 31, 2009, in accordance with auditing
standards generally accepted in the United States, we considered the Company's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statement, 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 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 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 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 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.
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INDEPENDENT ACCOUNTANTS' REPORT ON INTERNAL |
CONTROL REQUIRED BY SEC RULE 17A-5(g)(1) FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15C3-3

Officers and Directors
Waterford Investor Services, Inc.
Richmond, Virginia

In planning and performing our audit of the financial statement of Waterford Investor
Services, Inc. (“the Company”), as of December 31, 2009, in accordance with auditing
standards generally accepted in the United States, we considered the Company's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statement, 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 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 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 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 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.

4401 Dominion Boulevard, Suite 300 Mailing Address: PO. Box 32066 210 Ridge-MclIntire Road, Suite 500
Glen Allen, Virginia 23060 Richmond, Virginia 23294-2066 Charlottesville, Virginia 22903
804.747.0000, FAX 804.747.3632 www.kshgs.com 434.220.2800, FAX 434.220.2802



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 significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control,
such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis.

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, 2009, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, 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 parties.
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February 25, 2010
Glen Allen, Virginia
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Agreed-Upon Procedures Related To
An Entity’s SIPC Assessment Reconciliation

December 31, 2009
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INDEPENDENT ACCOUNTANTS’ REPORT ON APPLYING AGREED-UPON
PROCEDURES RELATED TO AN ENTITY’S SIPC ASSESSMENT RECONCILIATION

Officers and Directors
Waterford Investor Services, Inc.
Richmond, VA

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have
performed the procedures enumerated below with respect to the accompanying Schedule of
Assessment and Payments (Transitional Assessment Reconciliation (Form SIPC-7T)) to the
Securities Investor Protection Corporation (“SIPC”) for the year ended December 31, 2009,
which were agreed to by Waterford Investor Services, Inc. (the “Company”) and the Securities
and Exchange Commission, Financial Industry Regulatory Authority, Inc., and SIPC, solely to
assist you and the other specified parties in evaluating Waterford Investor Services, Inc.’s
compliance with the applicable instructions of the Transitional Assessment Reconciliation (Form
SIPC-7T). The Company’s management is responsible for the Company’s compliance with
those requirements. This agreed-upon procedures engagement was conducted in accordance
with attestation standards established by the American Institute of Certified Public Accountants.
The sufficiency of these procedures is solely the responsibility of those parties specified in this
report. Consequently, we make no representation regarding the sufficiency of the procedures
described below either for the purpose for which this report has been requested or for any other
purpose. The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7T with respective cash
disbursement records entries noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended
December 31, 2009, as applicable, with the amounts reported in Form SIPC-7T for the
year ended December 31, 2009 noting no differences;

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and
working papers noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in
the related schedules and working papers supporting the adjustments noting no
differences; and

5. Compared the amount of any overpayment applied to the current assessment with the
Form SIPC-7T on which it was originally computed noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be
the expression of an opinion on compliance. Accordingly, we do not express such an opinion.
Had we performed additional procedures, other matters might have come to our attention that
would have been reported to you.

This report is intended solely for the information and use of the specified parties listed above
and is not intended to be and should not be used by anyone other than these specified parties.
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February 23, 2010
Glen Allen, Virginia
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Glen Allen, Virginia 23060 Richmond, Virginia 23294-2066 Charlottesville, Virginia 22903
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SECURITIES INVESTOR PROTECTION CORPORATION
805 15th 1. N.W. Sulte 800, Washington, D.C. 20005-2215 SIPC-7T

Transitional Assessment Reconciliation (29-REV 12/09)
{Read carefully the instructions In your Working Copy before compieting this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

SIPC-7T

(29-REV 12/09)

1. Name of Member, address, Designated Examining Authority, 1934 Act registration no. and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5:

Note: If any of the information shown on the mailing label
requires correction, please e-mail any corrections to
051357 FINRA DEC : form@sipc.org and so indicate on the form filed.
WATERFORD INVESTOR SERVICES IN 13*13
1201 S HIGHLAND AVE STE 2
CLEARWATER FL 33756-4359 Name and telephone number of person {o contact
respecting this torm.

L |

4401

2. A. General Assessment Jitem 2e from page 2 {not less than $150 minimum)] $
B. Less payment made with SIPC-6 filed including $150 paid with 2009 SIPC-4 (exclude interest} { 30 Lf )
7-30-2009
Date Paid .

C. Less prior overpayment applied { - )
D. Assessment balance due or (overpayment) /1 105
E. Interest computed on late payment (see instruction E} for days at 20% per annum
F. Total assessment balance and intersst due {or everpayment carried forward) $ /’ 1o g
G. PAID WITH THIS FORM:

Check enclosed, payable to SIPC

Total {must be same as F above) $ /1 / OS’
H. Overpayment carried forward » $( — )

3. Subsidiaries (S} and predecessors (P) included in this form (give name and 1934 Act registration'number):

The SIPC member submitting this form and the

person by whom it is executed represant thereby J A ~e
that all information contained herein is true, correct WA i'cr'{ford IN W"S{vr Serw‘ceg ) I

~  {Name of Corporajion, Parlnership of other organization
P complete M@M&»@i )

{Aulhorized Signalure)

Dated the l‘l‘M\day of F}éﬁ/ﬂ rvy 2040 . 6//15’//&”’//#’/\1

This form and the assessment payment is due 60 days after the end of the fiscal year. Retain the Working Gopy of this form
for a period of not less than 6 years, the latest 2 years in an easily accessible place.

{Title)

o Daies:
= Postmarked Received Reviewed

=> (Calculations _______ Documentation ________ Forward Copy
¢> Exceptions:

¢ Disposition of exceplions:



DETERMINATION OF “SIPC NET OPERATING REVENUES”‘
AND GENERAL ASSESSMENT

Amounts for the fiscal period
beginning April 1, 2009
and ending__/=2-3¢ __, 2009
Eliminate cents :

lem Ne. $ /' 660} 069\

2a. Total revenue {FOCUS Line 12/Part 1A Line 9, Code 4030)

2b. Additions:
{1} Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and

predecessors not included above.

{2) Net ioss from principal transactions in securities in trading accounts.

(3) Net loss from principal transactions in commodities in trading accounts.

(4) Interest and dividend expense deducted in determining item 2a.

(5) Net loss from management of or participation in the underwriting or disiribution of securilies.

(6) Expensas other than advertising, printing, registration fees and legal fees deducted in determining net
profit from management of or participation in underwriting or distribution of securities.

{7) Net loss from secuiities in invesiment accounts.

Total additions

2¢. Deductions:
{1} Revenues from the distribution of shares of a registered open end investment company of unil

investment trust, from the sale of variable annuities, from the business of insurance, from invesiment y
advisory services rendered to registered investment companies or insurance company separate / o/ / 3 5 (7
accounts, and from transactions in security futures products. d ]

(2} Revenues from commodity transactions.

{3) Commissions, floor brokerags and clearance paid to other SIPC members in conaection with
securities transactions.

(4) Reimbursements for postage in connection with proxy solicitation.

{5} Net gain from securities in invesiment accounts.

{6) 100% of commissions and markups earned from transactions in {i) certificales of deposit and
{ii) Treasury bills, bankers acceptances or commercial paper that mature nine months or less

from issuance date.

{7) Direct expenses of printing advartising and legal fess incurred in connection with other revenue
related 1o the securities business {revenue defined by Section 16(9)(L) of the Act}.

(8} Other revenue nol related either directly or indirectly to the securilies business.

(See Instruction C}): o
%5301

(9} (i) Total interest and dividend expense (FOCUS Line 22/PART 1A Line 13,
Code 4075 plus line 2b(4) above) bul not in excess

of total interest and dividend income. $
(i} 40% of interest earned on cusiomers securities accounts
(40% of FOCUS line 5, Code 3960). $
Enter the greater of line (i) or (ii) 8
’ 4
Total ceductions /‘ 0‘76, 4
63, 41
2d. SIPC Net Operating Revenues $ 563, 414
s /, 101

2¢. General Assessment @ .0025 b
{to page 1 but not [ess than

> ' $150 minimum}
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