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Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 10/01/09 AND ENDING 09/30/10

A. REGISTRANT IDENTIFICATION

NAME OF BROKER - DEALER: Automated Equity Finance Markets, Inc. OFFICIAL USE ONLY
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” - N ‘ . - EEy rd : A . L ;

—

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM ID. NO.
529 Fifth Avenue, 14" Floor ‘

(No. and Street)

New York, NY 10017
(City) (State) (Zip Code)

NAME_AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Mr. Michael Clancy (212)370-5652

(Area Code - Telephone Number)

1 B. ACCOUNTANT IDENTIFICATION
I INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
1 Grant Thornton LLP
(Name - if individual, state last, first, middle name)
I 60 Broad Street New York New York 10004
l (Address) (City) : (State) (Zip Code)
CHECK ONE: ‘ S |
1. [x] Certified Public Accountant _,W:M‘NI
v [] Public Accountant S
1 D Accountant not resident in United States or any of its possessions. . JW 0 3 200 ;
FOR OFFICIAL USEONLY | Boz
*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
1 must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
’ »/ Potential persons who are to respond to the collection of
‘ information contained in this form are not required to respond
SEC 1410 (06-02) unless the form displays currently valid OMB control number.
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OATH OR AFFIRMATION

I, ___Michael Clancy , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Automated Equity Finance Markets, Inc., as of Dvye s 24 , 2010, 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:

!’\ _
[ elad Loy,

Signature /
Chief Financial Officer
Title
\ Notary prlomas Boppjg
¢ \l\v\\nutv No. 07t O New oy
, Qualifigg jp pr- 2612000

Notary Public OMmission Ex:"_" \;ork c

This report ** contains (check applicable boxes):

E (a) Facing Page.

E] (b) Statement of Financial Condition.

IEI (c) Statement of Operations.

Ij)gl (d) Statement of Cash Flows.

E] (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
I:I (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

E| (g) Computation of Net Capital.

E] kh) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

L_!gl (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

D () 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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation
(1) An Oath or Affirmation.

D (m) A copy of the SIPC Supplemental Report.

|:| (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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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholder of
Automated Equity Finance Markets, Inc.

We have audited the accompanying statement of financial condition of Automated Equity Finance Markets, Inc.
(the “Company™) as of September 30, 2010. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on the financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
as established by the American Institute of Certified Public Accountants. 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 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 financial statement, 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 Automated Equity Finance Markets, Inc. as of September 30, 2010 in conformity with accounting
principles generally accepted in the United States of America.

New York, New York
December 29, 2010

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd




AUTOMATED EQUITY FINANCE MARKETS, INC.

Statement of Financial Condition
September 30, 2010 '

ASSETS
Cash and cash equivalents $ 3,512,746
Investments in securities, at fair value 1,755,986
Accounts receivable (net of allowance for doubtful accounts of $0) 212,610
- Other assets 33125
Total assets $ 5,514,467

LIABILITIES AND STOCKHOLDER’S EQUITY

Due to Parent $ 3,965,062
Unearned revenue 46,250
Accounts payable and accrued expenses 2,462

Total liabilities ' 4,013,774
Stockholder’s equity:

Common stock, $0.0001 par value; 1,000 shares authorized;
100 shares issued and outstanding

Additional paid-in capital 38,000,000

Accumulated deficit (36,499,307)
Total stockholder’s equity 1,500,693
Total liabilities and stockholder’s equity $ 5,514,467

The accompanying notes are an integral part of this statement.
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AUTOMATED EQUITY FINANCE MARKETS, INC.

Notes to Statement of Financial Condition
September 30, 2010

[

ORGANIZATION AND BUSINESS ACTIVITY

Automated Equity Finance Markets, Inc. (the “Company™) is a broker-dealer registered with the Securities
and Exchange Commission (“SEC”) and is a member of the Financial Industry Regulatory Authority
(“FINRA”). The Company is a wholly-owned subsidiary of Quadriserv, Inc. (the “Parent”). The Company
is a registered Alternative Trading System and operates AQS, an automated marketplace for securities
lending and borrowing, which centrally clears transactions through the Options Clearing Corporation
(“OCC”). Members utilizing the AQS marketplace include broker/dealers, prime brokers, agent lenders and
hedge funds. The Company does not carry accounts on behalf of securities customers.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and highly liquid investments with maturities of 90 days or less
when acquired. The Company has cash and cash equivalents with major financial institutions which are
insured by the Federal Deposit Insurance Corporation (“FDIC”) up to $250,000.

Investments in U.S. Treasury Bills and Certificates of Deposit

Investments are carried at fair value. Investments consist of U.S. Treasury bills and Certificates of Deposits
with maturities of greater than 90 days when acquired as well as money market funds. Certificates of
Deposits are with various banks and individually are less than $250,000 and accordingly insured by FDIC.

Fair Value Measurement Hierarchy

The Company determines fair value using the guidance issued by Financial Accounting Standards Board
(“FASB”). This guidance establishes a hierarchy that prioritizes the inputs to valuation techniques giving
the highest priority to readily available unadjusted quoted prices in active markets for identical assets
(Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements) when
market prices are not readily available or reliable. The three levels of hierarchy under the guidance are
described as follows:

Level 1 - Qﬁoted price in active markets for identical securities such as U.S. Treasury bills and money
market funds.

Level 2 - Prices determined using other significant observable inputs. Observable inputs are inputs that
other market participants would use in pricing a security, which may include quoted prices for
similar securities such as certificates of deposits, interest rates, prepayment speeds, credit risk
and others.

Level 3 - Prices determined using significant unobservable inputs. In certain situations where quoted
prices or observable inputs are unavailable, unobservable inputs may be used. Unobservable
inputs reflect the Company’s own assumptions about the factors market participants would use
in pricing an investment and would be based on the best information available.



AUTOMATED EQUITY FINANCE MARKETS, INC.

Notes to Statement of Financial Condition
September 30, 2010

The various inputs that may be used to determine the value of the investments are summarized in the three
levels presented above. The inputs or methodologies used for valuing investments are not necessarily an

~ indication of the risk associated with investing in those securities. Changes in valuation techniques may
result in transfers in or out of an investment’s assigned level as described above.

Revenue Recognition

AQS members pay a one-time application fee when they initially register and an annual subscription fee to
be able to transact on the system. The application fee is recognized as revenue when invoiced and the
annual subscription fee is recognized on a straight-line basis over a 12-month period. Unamortized
subscription fee balances are recorded as deferred revenue. Connectivity and transaction fees are invoiced
and recognized based on members’ monthly activity on AQS. Interest and realized and unrealized gains
and losses on Treasury bills and certificates of deposit are recognized on an accrual basis.

Allowance for Doubtful Accounts

The allowance for doubtful accounts is maintained at a level that management believes to be sufficient to
absorb probable losses in the accounts receivable portfolio and is assessed periodically by management.
Increases in the allowance for doubtful accounts are charged against operating results and it is decreased by
the amount of charge-offs, net of recoveries. The allowance is based on several factors, including a
continuous assessment of the collectability of each account. In circumstances where a specific customer’s
inability to meet its financial obligation is known, the Company records a specific provision for bad debts
against amounts due to reduce the receivable to the amount it reasonably believes will be collected.

Share-based Compensation

The Parent accounts for share-based compensation pursuant to guidance issued by FASB for accounting
and reporting of share-based payment. Compensation expense related to stock options granted to
employees by its Parent is allocated pursuant to the Company’s expense sharing agreement with its Parent.

Income Taxes

The Company is included in the consolidated federal, state and local income tax returns filed by the Parent.
The Company determines its provision for income taxes as if it files on a separate return basis. Deferred
taxes are recognized based on the difference between the financial reporting and income tax basis of assets
and liabilities using estimated income tax rates that will be in effect when such differences reverse.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United
States of America, management makes estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements, as
well as the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.




AUTOMATED EQUITY FINANCE MARKETS, INC.

Notes to Statement of Financial Condition
September 30, 2010

3. CAPITAL CONTRIBUTIONS BY THE PARENT

During March 2010 and May 2010, the Parent made cash capital contributions to the Company in the
amounts of $4,000,000 and $2,000,000 respectively. During the year the Parent made capital contributions
of $10,000,000 to the Company through the forgiveness of payables to Parent.

4. LIQUIDITY

Currently, the Company’s operations are not cash flow positive. The Parent raised $33,600,000 in March
2009 through the issuance of Series D Preferred shares of the Parent. In May 2009, the Company launched
its AQS marketplace. The Company is still in the process of making enhancements to the system and
integrating the system with other third-party partners. There are risks related to the development and
introduction of a new system, including but not limited to, additional costs to develop, market, market
acceptance and scalability. While management believes it has adequate liquidity to further enhance and
onboard customers to reach a critical mass, this will ultimately depend on favorable resolutions of these
uncertainties. The Company has incurred a cumulative loss of $36,499,307 since its inception.

5. NET CAPITAL REQUIREMENTS

The Company is subject to the SEC’s Rule 15¢3-1, which requires the maintenance of minimum net capital.
The Company utilizes the basic method, permitted by Rule 15¢3-1, which requires that the Company
maintain minimum net capital, as defined, equal to the greater of $5,000 or 6-2/3% of aggregate
indebtedness, as defined. At September 30, 2010, the Company’s net capital was $1,383,501 which was
$1,378,501 in excess of its required level.

6. EXPENSE SHARING AGREEMENT WITH PARENT
The Company’s expense sharing agreement requires that the Parent make available certain properties and

provide for the performance of certain services for the Company in exchange for consideration as described
in the agreement.




AUTOMATED EQUITY FINANCE MARKETS, INC.

Notes to Statement of Financial Condition
September 30, 2010

7. INCOME TAXES

Effective October 1, 2009, the Company implemented the new accounting requirements associated with
uncertainty in income taxes using the provisions of FASB ASC 740, Income Taxes. As of September 30,
2010, the Company had no uncertain tax positions that have a material impact on the financial statements
for the year ended September 30, 2010 and any other open years.

The Company’s deferred tax asset at September 30, 2010 amount to approximately $14,600,000. The
deferred tax asset relates to net operating loss carryforwards for which the Company recorded a full
valuation allowance. The net operating loss carryforwards expire in various years through 2030, subject to-
limitations pursuant to Internal Revenue Code section 382.

8. CONCENTERATION OF CREDIT RISK

During the year ended September 30, 2010, two customers’ accounted for approximately 24% and 15% of
the Company’s revenues respectively. Amounts due from these customers totaled $77,641 and are included
in accounts receivable on the accompanying Statement of Financial Condition. In addition, these balances
were subsequently collected.

9. INVESTMENTS
As required by guidance issued by FASB, investments are classified within the level of the lowest

significant input considered in determining fair value. The following table summarizes the valuation of the
Company’s investments within the fair value hierarchy levels as of September 30, 2010:

Quoted Prices in Other
Active Markets Observable Unobservable Balance as of
for Identical Assets Inputs Inputs September 30,
Level 1 Level 2 -Level 3 2010
Investments in U.S.
Treasury bills, at fair value § 249,870 $ - $ - $ 249,870
Investments in certificates
of deposit, at fair value - 1,489,876 - $ 1,489,876
Investments in money market
fund, at fair value 16,240 - - 16,240
Total $ 266,110 $ 1,489,876 $ - $ 1,755,986




AUTOMATED EQUITY FINANCE MARKETS, INC.

Notes to Statement of Financial Condition
September 30, 2010

10. SUBSEQUENT EVENTS

The Company has evaluated the possibility of subsequent events existing in the Company’s financial
statements through December 29, 2010, the date the financial statements were available to be issued.

The Parent executed an unsecured line of credit for $4 million with Silicon Valley Bank (“SVB”) on
December 29, 2010 which can be drawn upon through December 31, 2011 and carries a floating interest
rate based upon SVB prime rate. Amounts drawn on the line are due within 30 months.




Report of Independent Registered Public Accounting Firm on applying
Agreed-Upon Procedures related to an Entity’s
- SIPC Assessment Reconciliation

AUTOMATED EQUITY FINANCE MARKETS, INC.

September 30, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON APPLYING
AGREED-UPON PROCEDURES RELATED TO AN ENTITY’S
SIPC ASSESSMENT RECONCILIATION

To the Shareholder of
Automated Equity Finance Markets, Inc.

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 (Form
SIPC-7) to the Securities Investor Protection Corporation (“SIPC”) for the year ended September 30, 2010,
which were agreed to by Automated Equity Finance Markets, Inc. (the “Company”), the Securities and Exchange
Commission, Financial Industry Regulatory Authority, Inc., and SIPC, solely to assist you and the other specified
parties in evaluating the Company’s compliance with the applicable instructions of the Assessment Reconciliation
(Form SIPC-7). 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-7 with respective cash disbursement records [a
copy of the check payable to SIPC or transaction per broker statement], noting no differences.

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended September 30, 2010, as
applicable, with the amounts reported in Form SIPC-7 for the year ended September 30, 2010, noting no
differences. o

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

Grant Thornton LLP
U.S. member firm of Grant Thornton Internationat Ltd




4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 for the year ended
September 30, 2010 and in the related schedules and working papers supporting the adjustments,
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. It is not
intended for, and should not be used by anyone other than these specified parties.

New York, New York
December 29, 2010




SECURITIES INVESTOR PROTECTION CORPORATION
P.O. Box 92185 %%sg%nfgtggooD .C. 20090-2185

General Assessment Reconciliation

| sipe-7

(33-REV 7/10)

SIPG-7

(83-REV 7110)

For the fiscal year ended 52‘ / , 209
(Read carelully the instruclions in your Workmg Ccpy be(owe completmg this: Form)

“TO BE FILED BY ALL $IPC MEMBERS WITH FISCAL YEAR ENDINGS

"1, 'Name-of Member, address, Designated Examining Authority, 7934 Act'registration no. and month in which fiscal year ends for
»purposes of the audit requirement of SEC Rule 17a-5%

T Note: 1f any.of e information shown on theAmaxling label

087941 { requires correction; please e-mail any ‘corrections:1o;
Al 'OMATE EQurry F}NANCE MARKETS INC; form@sipc.org and so indicaté on the form’ tiled.
820 6TH AVE14THFL '

NEWYORKNY10017-4608

EName and talephona number-of: ‘person to-gonlact-
i g hi

2. ‘A ‘General Assessmient: {tém 2e frofi page 2)

o

: Less paymem made wrth SIPC-6 filed (exclude interest)

. Asgessment balance due vof*:('i)vé,rpaym‘ent)

- Interest-computed: on-late payment {see.insiruction E) for, ‘days at 20% per anpum

[EREER TR,

““ !ﬁﬁ = g

- Tofal assessment :ba;lan-ce_"and-*-in'ler{est—“due=f(oti,_o‘vérquyvm;e:n_!é-.(_:'arﬁ.'ed:lérward_f); $.. red IT_

: gA!O WITH THIS FORM:
Reck enclosed, payable fo SIPC. , e BT R~
Total (must ‘be-same as F:ahove) S *’?; / é/ ga/

H. Overpayineint cartied forward . - S

3. Subsidiaries (S} and-predecessors (PY‘included in this form:{give name and 1934 Act registration. number):

The SIPC:member submilling this form and the.-
person: by whom it is: executed represent thereby:
that alf information comained herein is: true, correct
and complete..

;(Aumo’fixcd"lgn'amre_): A

Dated the 2P day of, Ocdobee. 20 10 .

(rue) '

This form and the assessment payment Is dus 60 days after the end ofthe ﬁscal year. Retain the Working COpy of this:form

fora period of not less than 6 years, the latest 2 years in an: easily accessible p!ace

SIPG REVIEWER |

 Dates:

“Posimarked "Received Reviewed
:':C-aicul'atib-ns st - Documentation Forward Copy s
Exceptions:

Disposition of exceptions:




DETERMINATION OF “SIPC NET OPERATING REVENUES”

AND GENERAL ASSESSMENT

Iltem No.
2a. Total revenue (FOCUS Line 12/Part lIA Line 9, Code 4030)

2h. Additions:

(1) Total revenues from the securities business of subsidiaries (excepi forgign subsidiaries) and
predecessors not included above.

{2} Net loss from principal transactions in securities in trading accounts,
{3) Net toss 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 participalion in the underwriting or distribution of securities.

(6) Expenses other than adverlising, printing, regisiration fees and legal fees deducted in determining net

profit irom management of or participation in underwriting or distribution of securities.
(7} Net loss from securities in investment accounis.

Total additions

2¢. Deductions:

{1} Revenues from the distribution of shares of a registered open end investmanl company of unit

investment trust, from the sale of variable annuities, from the business of insurance, from invesiment

advisory services rendered lo registered investmenl companies 07 insurance company separate
accounts, and from lransactions in securily futures producis.

(2) Revenues from commodity transactions.

{3) Commissions, floor brokerage and clearaace paid to olher SIPC members in connection with
securities lransactions. .

{4) Reimbursements for posiage in connection with proxy solicitation.

{5) Net gain from securilies in investment accounts.

{6} 100% of commissions and markups earned from transactions in {i} certificates of deposil and
{it} Treasury bills, bankers acceplances or commarcial paper that malure nine moaths or less
from issuance date.

(7} Ditect expenses of printing advertising and tegal fees incurred in connsction with other revenue
related to the securilies business {revenue defined by Section 16{9)(L}) of the Acl).

{8} Other revenue not relaled either directly or indirectly to the securities business.
{See Instruction C):

Amounts for the fiscal period -

beginning. £€?/ s __ 20 £7

and ending_&243¢r _, 2020
Eliminate cents

$ // L/O? ?'/ /5—7"

ol b

o o Plpfe plo

{9; {i) Total interes! and dividend expense (FOCUS Line 22/PART HA Line 13,
Code 4075 plus tine 2b{4} above} bui not in excess -
of fotal interest and dividend income. $ <

{ii) 40% of margin interesl earned on customers securilies
accounts (40% of FOCUS line 5, Code 3960}, $ -

Enter ithe greater of line (i) or (ii)

Tolal deductions

2d. SIPC Net Operating Revenues

2e. General Assessment @ .0025

o

&>
$ 407 15 7
ey

{to page 1, line 2.A.)



