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OATH OR AFFIRMATION

1, James W. Paddon , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of
Surge Trading Inc. .as

of _December 31 ,20___09 _, are true and correct. | 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:

/(/W Ny Wil

Chief Financial Officer
Title

Notary Publi\

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

X (a) Facing Page.

X (b) Statement of Financial Condition.

O (c) Statement of Income (Loss).

O (d) Statement of Cash Flows.

O (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

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

O (g9 Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O () 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 15¢3-3.

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.

O (n) A report describing 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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5 Times Square
New York, New York 10036-6530

Tel: +1 212 773 3000
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Report of Independent Registered Public Accounting Firm

To the Board of Directors
Surge Trading Inc:

We have audited the accompanying statement of financial condition of Surge Trading Inc. (the
“Company”) as of December 31, 2009. This statement of financial condition is the responsibility
of the Company’s management. Our responsibility is to express an opinion on this statement of
financial condition 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 statement of financial condition is free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our
audit included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
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 Surge Trading Inc. at December 31, 2009, in
conformity with U.S. generally accepted accounting principles.

Gt + LLP

April 30,2010

A member firm of Ernst & Young Globat Limited



Assets
Cash

Surge Trading Inc.

Statement of Financial Condition

December 31, 2009

Receivables from brokers and dealers

Due from Clearing Agent

Securities owned, held at clearing broker, at fair value

Goodwill

Fixed assets (net of accumulated depreciation of $457,201)
Intangible assets (net of accumulated amortization of $1,163,333)
Prepaid expenses and other assets

Total assets

Liabilities and stockholders’ equity

Liabilities:

Accounts payable and accrued expenses
Securities sold, not yet purchased, at fair value

Capitalized lease payable

Contingent Earnout Liability, at fair value

Other liabilities

Subordinated loan

Total stockholders’ equity

Total liabilities and stockholders’equity

See accompanying notes.

$ 4,595,982

21,013
2,053,990
695,287
3,885,449
2,811,377
10,136,667
384,291

24,584,056

1,002,639
742,780
174,840

15,967,719
125,254

18,013,232

5,000,000

1,570,824

24,584,056




Surge Trading Inc.

Notes to Statement of Financial Condition

December 31, 2009

1. Organization and Basis of Presentation

Surge Trading Inc. (the “Company”) is a Delaware corporation formed on April 29, 2009. The
Company is the successor to Castor Pollux Securities LLC, a Delaware limited liability
company. The Company is a broker-dealer registered under Section 15 of the Securities -
Exchange Act of 1934 and is a member of the Financial Industry Regulatory Authority
(“FINRA”) and the Securities Investor Protection Corporation.

The Company is an electronic market maker in over 2,200 cash securities traded on exchanges in
the United States and its clients are exclusively other broker-dealers that use the Company’s
market making services. The Company clears all of its securities transactions on a fully disclosed
basis through a clearing broker, BNY Convergex Execution Solutions LLC (the “Clearing
Agent”).

2. Summary of Significant Accounting Policies
Basis of Presentation

The Company’s statement of financial condition has been prepared in accordance with U.S.
generally accepted accounting principles (“GAAP”).

In July 2009, the Financial Accounting Standards Board (“FASB”) issued the FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles (the
“Codification”). The Codification became the single source for all authoritative GAAP
recognized by the FASB and is effective for the Company’s current year end. The Codification
changes the organization and referencing of financial accounting and reporting standards and
certain references in these financial statements use the Codification referencing system.
prescribed by the FASB.

Use of Estimates

The preparation of the statement of financial condition in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect amounts reported in the statement of financial condition and accompanying notes.
Management believes that the estimates utilized in preparing the statement of financial condition
are reasonable. Actual results could differ from these estimates.



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Cash

As of December 31, 2009, all cash was held at one financial institution and is insured up to
$250,000 by the Federal Deposit Insurance Corporation.

Securities Owned and Securities, Not Yet Purchased

Securities owned and securities, not yet purchased, are recorded on trade date and are recorded at
fair value in accordance with FASB ASC 820, Fair Value Measurement and Disclosures.

Fixed Assets
Fixed assets are recorded at historical cost, net of accumulated depreciation and amortization.

Depreciation and amortization are computed on a straight-line basis over the estimated useful
economic life as follows:

Computers and IT equipment 1-5 years

Software 5 years

Telecommunications equipment 5 years

Leasehold improvements Lesser of term of the lease or estimated useful life

Goodwill and Intangible Assets

Goodwill represents the excess of purchase price and related costs over the fair value assigned to
the identifiable tangible and intangible assets acquired and liabilities assumed. The Company
applies the provisions of ASC 350, Intangibles — Goodwill and Other (formerly, SFAS No. 142),
which requires that goodwill and intangible assets with an indefinite useful life to be tested for
impairment annually or when an event occurs or circumstances change that signify the existence
of impairment. Other intangible assets are amortized on a straight-line basis over their useful
lives and, as required by ASC 360, Property, Plant, and Equipment, (formerly, SFAS No. 144),
are tested for recoverability whenever events indicate that the carrying amounts may not be
recoverable. '



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

2. Summary of Significant Accounting Policies (continued)
Income Taxes

The Company accounts for income taxes under the asset and liability method, which requires,
among other things, that deferred income taxes be provided for temporary differences between
the tax bases of the Company’s assets and liabilities and their financial statement reported
amounts. In addition, deferred tax assets are recorded for the future benefit of utilizing net
operating losses. A valuation allowance is provided against deferred tax assets unless it is more
likely than not that they will be realized.

The Company follows the provisions of FASB Interpretation No. 48 “Accounting for
Uncertainty in Income Taxes” (“FIN 48”), interpretation of ASC 740, Income Taxes, (formerly
SFAS No. 109, Accounting for Income Taxes). FIN 48 requires that the Company determine
whether a tax provision is more likely than not to be sustained upon examination, including
resolution of any appeals or litigation processes, based upon the technical merits of the position.
Once it is determined that a position meets this recognition criteria, the position is measured to
determine the amount of benefit to be recognized in the financial statements. '

Fair Value of Financial Instruments

The fair value of the Company’s assets and liabilities, which qualify as financial instruments,
approximates the carrying amounts presented in the statement of financial condition.

Stock Based Compensation

The Company accounts for its stock-based employee compensation agreements in accordance
with the provisions of “Accounting for Stock Options and Other Stock Based Compensatlon
ASC 718 (formerly SFAS No. 123 (R)”).

Due From Clearing Agent

The Company maintains a clearing deposit and margin requirement with the Clearing Agent. The
minimum net margin requirement is revalued daily based upon securities held at the close of
business. At December 31, 2009, the Company had a clearing deposit of $1,000,442 and a
margin deposit of $1,053,548 posted with the Clearing Agent which is included in due from
Clearing Agent on the statement of financial condition.



Surge Trading Inc.
Notes to Statement of Financial Condition (continued)

December 31, 2009

3. Fair Value Measurement

In accordance with FASB's authoritative guidance, FASB ASC 820, on Fair Value
Measurements and Disclosures, (formerly Statement of Financial Accounting Standards
(("SFAS") No. 157), the Company discloses the fair value of its investments in a hierarchy that
prioritizes the inputs to valuation techniques used to measure the fair value. The hierarchy gives
the highest priority to valuations based upon unadjusted quoted prices in active markets for
identical assets or liabilities (level 1 measurements) and the lowest priority to valuations based
upon unobservable inputs that are significant to the valuation (level 3 measurements). This
guidance provides three levels of the fair value hierarchy as follows:

Level 1: Inputs that reflect unadjusted quoted prices in active markets for identical assets or
liabilities that the Company has the ability to access at the measurement date;

Level 2: Inputs other than quoted prices that are observable for the asset or liability either
directly or indirectly, including inputs in markets that are not considered to be active;

Level 3: Prices or valuations that require inputs that are both significant to the fair value
measurement and unobservable.

A financial instrument’s level within the fair value hierarchy is based upon the lowest level of
any input that is significant to the fair value measurement. The Company considers observable
data to be market data which is readily available, regularly distributed or updated, reliable and
verifiable, not proprietary, and provided by independent sources that are actively involved in the
relevant market

Securities owned and securities sold, not yet purchased will generally be classified within Level
1 of the fair value hierarchy because they are valued using quoted market prices or broker or
dealer quotations with reasonable levels of price transparency.



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

3. Fair Value Measurement (continued)

The following is a summary of the financial assets and liabilities carried at fair value as of
December 31, 2009, classified into levels within the fair value hierarchy:

Financial assets Level 1 Level 2 Level 3
Securities owned $ 695,287 $ - $ -
Total financial assets, at fair value $ 695287 $ -3 -
Financial liabilities Level 1 Level 2 Level 3
Securities sold, not yet purchased $ 742,780 § - 8§ -
- Contingent Earnout Liability - - 15,967,719
Total financial liabilities, at fair value $ 742,780 $ - $15,967,719

4. Asset Purchase Transaction

On April 29, 2009, Castor Pollux Securities, Inc. (the “Acquirer”), and the trustee for the
liquidation of the business of Bernard L. Madoff Investment Securities LLC (the “Trustee”)
entered into an asset purchase agreement (the “Agreement”) to acquire certain tangible and
intangible assets (“Purchased Assets”) from the Trustee. The transaction was completed on June
17, 2009. The transaction was accounted for as an acquisition of a business under FASB ASC
805, Business Combinations, (“ASC 805”), (formerly known as SFAS 141(R)). The Agreement
requires that the Company make payments to the Trustee consisting of 1) an initial payment of
$1,000,000 at closing and, 2) quarterly contingent payments (the “Contingent Earnout Liability”)
totaling no more than $24,500,000, based on a percentage of the Company’s trading revenue
through December 31, 2013. In connection with this transaction, the Company identified
$11,300,000 of intangible assets, comprising a market making technology platform and customer
lists. Goodwill of $3,885,449 was recognized as a result of the transaction.

Intangible assets as of December 31, 2009 are comprised as follows:

Intangible assets ' $ 11,300,000
Accumulated amortization (1,163,333)

Intangible assets, net $ 10,136,667




Surge Trading Inc.
Notes to Statement of Financial Condition (continued)

December 31, 2009

4, Asset Purchase Transaction (continued)

The Purchased Assets also included fixed assets having a fair value of $2,500,000 (See Note 3).
Pursuant to FASB ASC 805, the Contingent Earnout Liability is recorded on the statement of
financial condition at fair value, based on the Company’s periodic estimates of future trading
revenue.

5. Fixed Assets

At December 31, 2009, fixed assets are comprised of the following:

Computers, IT equipment and software $ 3,089,168
Leasehold improvements 25,000
Telecommunications equipment 154,410
Total fixed assets, cost 3,268,578
Accumulated depreciation and amortization (457,201)
Total fixed assets, net $2,811,377

6. Commitments and Contingencies

The Company has several noncancelable operating leases, primarily for office space, which
expire at various dates through 2012. These leases require the Company to pay all executory
costs, such as maintenance and insurance. The Company also has one capital lease for computer
equipment.

Future minimum lease payments under noncancelable operating and capital leases are as follows:

Operating Capital
Leases Lease
Years ending December 31:
2009 $ 765814 § 315,098
2010 _ : 1,327,542 108,183
2011 1,332,534 66,657
2012 169,110
Total minimum lease payments - § 3,595,000 $ 489,938




Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

7. Income Taxes

The Company is taxed as a corporation under subchapter C of the Internal Revenue Code
(“IRC”) of 1986, as amended. As such, it files a corporate income tax return for federal, state and
local purposes. The Company reports under Article 9A for New York State purposes and under
the General Corporation Tax (“GCT”) for New York City purposes. The Company accounts for
income taxes in accordance with ASC 740, Income Taxes, which prescribes an asset and liability
approach to accounting for taxes that requires the recognition of deferred tax assets and liabilities
for the expected future tax consequences of events that have been recognized in the financial
statements or tax returns. In estimating future tax consequences, ASC 740 generally considers all
expected future events other than future enactment of changes in the tax law or rates.

The components of the Company's net deferred tax asset at December 31, 2009 are as follows
(dollars in thousands):

Deferred tax asset $ 6,895,352
Deferred tax liability (756,270)
6,139,082
Valuation allowance 6,139,082
Net deferred tax asset $ —

The deferred tax asset relates primarily to net operating loss carryforwards and fixed assets. The
deferred tax liability relates primarily to amortization of intangible assets. A valuation allowance
is provided against DTA unless it is more likely than not that they will be realized.

-As of December 31, 2009, the Company determined that it has no material uncertain tax
positions, interest or penalties as defined within FIN 48, and accordingly, management has
concluded that no additional FIN 48 disclosures are required.

The Company does not have any material unrecognized tax benefits. The Company does not
believe that it is reasonably possible that the total unrecognized tax benefits will significantly
increase within the next 12 months.



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

8. Long-term Financing Arrangement

On October 28, 2009, the Company entered into a subordinated loan agreement with Fairhaven
Capital Partners, L.P. (“Fairhaven”), its majority shareholder, in the amount of $5,000,000 (the
“Subordinated Loan”). The Subordinated Loan bears interest at a rate of 10% per annum
through maturity on September 30, 2013. This loan has been accepted by FINRA as a qualifying
“equity subordination for regulatory net capital purposes.

9. Capital Transactions

The Company issued 2,800,000 shares of common stock to its founders upon its conversion from
a limited liability company on April 29, 2009, of which 2,240,000 shares were subject to
restriction. In 2009, the Company issued 333,333 shares of common stock to a vendor in
exchange for services rendered to the Company. Also in 2009, the Company issued 1,960,000
shares of restricted common stock to members of its executive management team: however
because the shares may be surrendered to the Company in exchange for cancellation of certain
promissory notes (see Note 10 below), they are not presented as outstanding on the Company’s
statement of financial condition in advance of the promissory notes being paid.

On April 30, 2009, the Company issued 10,500,000 shares of Series A Preferred Stock. The
Series A Preferred has an 8% cumulative dividend, and is redeemable at the option of the holder
on or after April 30, 2014. The liquidation value of these shares is $31,875,256 as of December
31, 2009.

10. Stock Options, Restricted Stock and Deferred Compensation
On April 30, 2009, the stockholders formally approved the 2009 Stock Option and Grant Plan
(the “Plan”) which authorizes the Compensation Committee (the “Committee”) of the Board of

Directors (the “Board”) to grant incentive stock options or restricted stock to employees, and
-non-qualified stock options to employees, directors and consultants of the Company.

10



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

10. Stock Options, Restricted Stock and Deferred Compensation (continued)

Under the terms of the Plan, the Board authorized and reserved 3,200,000 shares of the
Company’s common stock for issuance. Options to purchase common stock of the Company
expire no later than ten years from the grant date, and vesting is established at the time of grant,
with options generally vesting over four years. During 2009, the Company granted a total of
760,500 common stock options under the Plan to employees and one director. All of the options
have an exercise price of $0.40 per share, a term of 10 years, and which vest over a four-year
period from the hire date of the employee or service inception date of the director. As of
December 31, 2009, none of the options had been canceled or forfeited.

The Company’s assumptions for valuing its stock options, using the Black-Scholes Options
Pricing Model are:

Dividend yield 0.0%
Expected volatility 60.0%
Risk-free interest rate 2.6%
Expected life (in years) 7.0

During 2009, the Company issued 1,960,000 shares of restricted common stock to members of
its executive management team, in exchange for full payment of the shares totaling $784,000, for
which the Company received guarantee of payment upon exercise. In exchange, the Company
has obtained executed non-recourse promissory notes in the amount of $784,000, having a six
year-term and bearing interest at 5 % per annum. However, because the recipients may surrender
the shares at any time in full satisfaction of their promissory notes, the Company accounts for the
restricted stock and promissory notes as if they were stock options with an increasing strike
price. The shares vest over four years.

The Company s assumptions for valuing this restricted stock, using the Black—Scholes Options
Pricing Model are:

Dividend yield 0.0%

Expected volatility ’ ' 60.0%
Risk-free interest rate 2.4)%
Expected life (in years) 4.2

The negatlve risk free interest rate is used to reflect the impact of the effective increase in the
strike price caused by the interest accrual on the promissory notes.

11



Surge Trading Inc.

Notes to Statement of Financial Condition (continued)

December 31, 2009

11. Net Capital Requirements

As a U.S. registered broker-dealer, the Company is subject to the SEC’s Uniform Net Capital
Rule 15¢3-1 (the “Rule”), which requires the maintenance of minimum net capital, and a ratio of
aggregate indebtedness to net capital, not to exceed 15 to 1. As of December 31, 2009, the
Company was not in compliance with its net capital requirement, due to new accounting
requirements of ASC 805, which became effective in 2009, requiring the Company to record
upfront the fair value of all future contingent earnout payments through 2013, based on its bets
estimate of the future net trading profits for that period. The Company’s net capital computed
under the Rule was ($10,659,976) at December 31, 2009, which was below the required net
capital of $1,139,708 by ($11,799,684). Since the Company’s net capital on December 31, 2009
was negative, the ratio of aggregate indebtedness to net capital was not meaningful. On April 23,
2010, (see Note 12), the Company entered into a series of transactions that corrected the net
capital deficiency. '

12. Subsequent Events

On January 8, 2010, the Company repurchased 2,240,000 shares of common stock and restricted
common stock from a founding shareholder. The purchase price for the shares was $851,200,
‘and the shares were returned to Treasury. At the time of repurchase, the Company recognized
$510,509 of deferred compensation expense related to unamortized deferred compensation on
the restricted shares. The Company agreed to make payment for the shares in three equal
installments, and the first payment was made in January 2010. The Company is withholding
payment of the remaining installments pending resolution of the matter discussed in the
following paragraph, as it believes it may rely on indemnifications made by the founding
shareholder to offset any costs and liabilities arising from the matter. :

In February 2010, the Company received notice from-an individual making non-specific claims
and allegations that he was owed compensation for certain unspecified services he had
performed for a corporate predecessor to the Company, and threatening litigation. As of the date
of these financial statements, no such litigation has been commenced by the individual or by the
Company. The Company believes the allegations to be entirely without merit, and plans to
vigorously defend itself against the allegations. The Company also believes that it may rely on
third parties who have indemnified it from such claims. However, there can be no assurance that
the Company will prevail in any such litigation, that any indemnity will be received, or if
received will be sufficient to cover losses or settlements of the litigation, or that such litigation,
or the defense thereof, would not have a material impact on the company’s future cash flows, net
income, or capital.

12



Surge Trading Inc.
Notes to Statement of Financial Condition (continued)

December 31, 2009

12. Subsequent Events (continued)

In March 2010, the Company sold 1,750,000 shares of newly issued Series B Preferred stock to
Fairhaven for an aggregate purchase price (before expenses) of $2,800,000.

On April 23, 2010, the Company closed (the “First Closing”) an investment of $10,400,002
(before expenses), selling 5,698,834 shares of newly issued Series B Preferred Stock to
investment funds (the “Funds”) associated with a venture capital firm. The First Closing was the
initial portion of planned investments from the Funds totaling $15,000,000; the Company intends
to close on the remaining amount once it and the Funds receive FINRA approval for the
subsequent investment. Simultaneous with the First Closing, Fairhaven exchanged the
Subordinated Loan and accrued and unpaid interest thereon for 3,274,829 shares of Series B
Preferred Stock. The Series B Preferred has an 8% cumulative dividend, and is redeemable at the
option of the holder on or after April 22, 2015. As a result of the First Closing, the redemption
date on the Series A Preferred Stock was extended to that same date.

On the same day as the First Closing but subsequent to it, the Company entered into a series of
transactions (the “Reorganization”) that had the effect of transferring the Company’s broker-
dealer activities, and related broker—dealer assets and liabilities, to a newly formed, wholly-
owned subsidiary of the Company. The entire proceeds of the First Closing were transferred into
the subsidiary via the Reorganization. As a result of the Reorganization, the Company was
renamed Surge Trading Group Inc., the Company’s broker dealer subsidiary was named Surge
Trading Inc., and the broker dealer subsidiary came back into compliance with the Net Capital
Rule.

13
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STATEMENT OF FINANCIAL CONDITION

Surge Trading Inc.

December 31, 2009

With Report of Independent Registered Public Accounting Firm
(Filed Pursuant to Rule 17a-(5)(e) under the Securities and Exchange Act
of 1934 as a PUBLIC document)

A copy of the report of independent registered public accounting firm on internal control
is currently available for inspection at the principal office of the Securities and Exchange
Commission in Washington, D.C. and the New York regional office of the Securities and
Exchange Commission, the region in which Surge Trading Inc. has its principal place of
business.
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Supplementary Report of Independent Registered Public Accounting Fiﬁﬁ%@@ﬁ%ﬂﬁol
Required by SEC Rule 17a-5(g)(1) ection

. : MAY U6 2010
The Board of Directors of Surge Trading Inc.

Washington, DP

In planning and performing our audit of the financial statements of Surge T@ling Inc. (the
Company), as of and for the year ended December 31, 2009, in accordance with auditing
standards generally accepted in the United States, we considered its 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. The 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 including 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.

A member firm of Ernst & Young Global Limited
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Because of inherent limitations in internal control and 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 deficiency in internal control 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 and correct 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 was not designed to identify all deficiencies in internal control that might
be deficiencies, significant deficiencies, or material weaknesses, and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, we identified the following deficiencies in internal control that we consider
to be material weaknesses, as defined above. These deficiencies were considered in determining
the nature, timing and extent of the procedures performed in our audit of the financial statements
as of, and for the year ended December 31, 2009, and these deficiencies do not affect our report
on the financial statements of the Company dated April 30, 2010. The Company did not
accurately record certain significant business purchase and share based compensation
transactions, including their related tax impacts, on a timely basis. The Company was not in
compliance with the net capital requirements from June 17, 2009 through December 31, 2009.
The Company has represented that it has subsequently remediated the conditions causing the net
capital deficiency, and as of April 23, 2010, was in compliance with the net capital requirements.

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, except for the
matter described above which we believe to be a material inadequacy, 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.

A member firm of Ernst & Young Global Limited
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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.

St ¥ LLP

April 30,2010

A member firm of Ernst & Young Global Limited
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Supplementary Report of Independent Registered Public Accounting Firm on

Applying Agreed-Upon Procedures
PPIYIE A8 P SEC Mail Processing

Section
The Board of Directors MAY 06 tutu
Surge Trading Inc.: .
Washington, DC

We have performed the procedures enumerated below, which were agreed to bﬂganagement of
Surge Trading Inc., the Securities Investor Protection Corporation (SIPC), the Securities and
Exchange Commission, and the Financial Industry Regulatory Authority, in accordance with
Rule 17a-5(¢)(4) of the Securities Exchange Act of 1934. We performed the procedures solely
to assist the specified parties in evaluating Surge Trading Inc.’s compliance with the applicable
instructions of the Transitional Assessment Reconciliation (Form SIPC-7T) for the period from
April 1, 2009 through December 31, 2009. Surge Trading Inc.’s management is responsible for
Surge Trading Inc.’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, noting agreement without exception.

2. Compared the amounts derived from the FOCUS or amended FOCUS reports for the
fiscal period April 1, 2009 through December 31, 2009, as applicable, with the amounts
reported in Form SIPC-7T for the period from April 1, 2009 through December 31, 2009,
noting agreement without exception.

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and
working papers, noting agreement without exception.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the
related supporting schedules and working papers supporting the adjustments, noting
agreement without exception.

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

A member firm of Ernst & Young Global Limited
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We were not engaged to and did not conduct an examination, the objective of which would be
the expression of an opinion on compliance with the applicable instructions of the Transitional
Assessment Reconciliation (Form SIPC-7T) for the period from April 1, 2009 through December
31, 2009. 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.

St + LLP

April 30, 2010

A member firm of Ernst & Young Global Limited



”

. . o e T i {on T ISR T
NQ.V\\\‘“ M\\\\«\(Q\.\ \\\ (\\\J\ ﬁ...,u ’ NMVQ\N\\J\ 0 Ay n\\\ D S

fropbon gs dryss

i gatitany’
‘wﬁf\ | ‘
a1apdmga pue

3UANI S UI2IAY PAURIL0D UonNu LR

\J\v\w\\ “l\‘
foy) Juosesdal paINoexa 1 Y woym 4g yosiad

auy pue wie) sing Bunpwgns 190t OdIs AUy

N oy a\..rmL\ \\G.N%W

‘(zequnu uoneiBos 10V £EAL PUP BIIBY A "oy Sy poapny pasanapald pur (Q) sampisang -
H : v Ll _ ﬁ e . i 2

pieamio] pauted wawdediar g M

J?oam 4 S® dwes aq isnut) |uio]
9diS o1 ajqried "pasoud 428y)
FRAO4 SIHL HIIM Oivd D

87 8rC

¢

g9°8/¢C

s {p.meio) pates JuawAediaan 10) 25D 13131 PUR JIUR(RQ JUBWSSASSE (10

87

winuure sad 7,

0((

10 skep Z “10y (3 uonannsu 2as) juawhed a12p vo pandwod 1saisyl 3

(yiawAediaag) 10 anp asupleq uawWssessy '

) pandde yuawiediano B_a ERER IS
pied sjeqQ
) (1sa181m 3pNPYE) b-041S 6022 ultm pred 0G4 Binpnow payy 9-041S itk 3pew wawded 55071 g

Hghe

51¢ uruy seapjout 7 Abed wony az wan] 1wWaSsassy oLNY Y 2

o

01 suonaaned Aup pew-2 aseaid ‘u01A1I0d $811NbAY
1321 BuIieLl aul 0 YADES uniRIo]

10p spua joak 1Basy 4

{8021 A3Y-62)

1/-3dIS

oorg—esetit WL | - | ]

w10} snp Buiynadsas

1921u69 01 vesiad jo 1agwnu sunydaiel pue awey PEOY-72001 AN MHMOA MIN
T4 Hi81 AV OME oo

9.9 ONIONIQYML 3OMNS

‘papy wiey ay) uo 212put 05 pue Bio°ddiIsAwIo) 430 WMNI4  GO6590
o =022

12yt jo Lue yj 1aICN

g-B/1 210y D35 10 1nALANNhAL IPAR By |5 sasoding
v sepl Apioiny Burunueyy papeufisag tssasope aquiey o AWy L

~

U1 gIun DUB oU L0NnisSio31 )0

SHONIONI HYIA TYOISId HLIM SHIGWIW 0dIS 11V A9 03714 39 0L
03 sityaq fdony By
co:m___ucooom JUlWSSaSSy jeuollisues
00£8-1.€-202
6122-60002 O q ‘umbBuiusepm ‘008 AUNS TMN IS UlGL 608
MOILYHOJdNO0D NOILOILOMd YOLSIANI SAILIMNI3S

mok uy suenannsu ayl A

funng s B 12189 oray)

60:2L ATY-R2)

12-3dIS




<o DETERMINATION OF "31PC NET OPERATING REVENUES™
AND GENERAL ASSESSMENT

Amaunts e e Lsoat geied
begitning Aoi 1 1, 2003 )
and ending__/2- 31 2087

Eliminate cents

Item No. /572 j’??
1 Tutalraverue FOCUS Lee 12:Part 1A Line 9. Code 4020) ff - L

-

20 Adations
C0Terat ravengns from e 5acunhds DUS 0SS O Sunselideas Rrezpt toagn sLunsidiies ana

TredRCunntiretinciyded anove

L Nebiess am prncind! 1ansacids 1N secutilies 10 iading accouns

[

{ Metoss fram principal transactions in commadihies i trading accounts,

feterast ang dividend expense deducted in determining item 2a.. ) ! sz 472/%

e
L4
51 Matioss from panagement of or particrpation in the Lnderwiiting or distnibution of securities. -
191 Expenses olber than adverhising, punting, registration lees and izgal fees deductad in determining ret e
prafit fram management of or participalion in underwriting or distribution of securities.

, Natoss lram sacurilies in nvestment a¢coun's.

. | n———
Tonal adsang 44 ‘%Z

Yo Deauctans . :
S RE ERARS v e iRyt an of snares ol 3 regSiareq open and investment Campany ar gy
vy

Predstmert st o e salg of varaole annuites, trom the bysiness of nsuranca, {ram irvasimen!
501y services rendered 1o registerad nvesiment Companies or 1surance company separale

10e2uts ang fom fransactions 0 secunity futures prodicts. M
12+ Revaaues 1/am sommodily transaclions, - e
{3 Gemmission: toor prokerage and ctearance paid (o other 34PC Membars n copnection with 2 7 ﬁ;‘

SRCUTE A nggtigng - fr . [
4 Re mhgerarants fo 2e8tage i cennection wilh praxy sclicitation. —
PLONSU IR O eoynligg 0 RyasImant 1ooaents S

OO e M S ang 3 MAKLDS gdrnad rym Pansactuns in {u.cerlidicyles o! depys g
BT aasury s DAnkErs qecaptances o cummargial paper thatmature ~ira wmonthe or fos
from issuance dale

<HDiectexperses of paating acvartising and izgal tees incuriad in connection wibh other raveays
f2:3ied 19 1he TECINNES DUSINess ravenue detinad py ection 1§(3)L) of the Act).

Bt revanug ol telaled ek duactly o utitactly 1o the secunies business,
Ses o rea

Stal eterastgad civizeng wepense (FOOUS Lons S PART 1A Line !
T

; 3 /',

LU s s are Thedt abovar pul notin axcess . ,;’l/ // 4 '/_,
-

s Slerest gty deng oveaima ; A s

.ry

I ETISEREUREH ' ‘ 5’ /72 O/CZ —

3O3R Met QUeraling Revan e

e

e Gengnal Asrsarman 0} 0025




