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OATH OR AFFIRMATION

I, Michael Newhouse , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Seattle-Northwest Securities Corp.

of December 31 ,20 10 | are true and correct. I further swear (or affirm) that

, as

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:

.

Signature

State of Washington

NOW J79 lﬂzbihL Z/‘W('(S

O\ . . JOLAVNE L. YATES
This réport ** contains (check all applicable boxes): MY COMMISSION EXPIRES
B (a) Facing Page. June 08, 201
B (b) Statement of Financial Condition. PRSI B SR SRR S
(¢) Statement of Income (Loss).

X (d) Statement of Changes in Financial Condition.

B (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

R (g) Computation of Net Capital.

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

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

(i) 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. '

() An Oath or Affirmation.

(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.

MENE O

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



SEC Mai! Processing
Section

MAK O 1 2011

Washington, DC
10

SEATTLE-NORTHWEST SECURITIES
CORPORATION AND SUBSIDIARY

Report of Independent Registered
Public Accounting Firm and

Consolidated Financial Statements

December 31,2010 and 2009



WWW.MOSSADAMS.COM

MOSS-ADAMS ..

Certified Public Accountants | Business Consultants

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
e Seattle-Northwest Securities Corporation and Subsidiary

e We have audited the accompanying consolidated statements of financial condition of Seattle-
Northwest Securities Corporation and Subsidiary as of December 31, 2010 and 2009, and the related
- consolidated statements of operations, changes in shareholders’ equity, changes in liabilities
subordinated to claims of general creditors and cash flows for the years then ended. These
e consolidated financial statements are the responsibility of the management of Seattle-Northwest
Securities Corporation and Subsidiary (the Company). Our responsibility is to express an opinion on
et these consolidated financial statements based on our audits.

o ~ We conducted our audits in accordance with auditing standards generally accepted in the United

States of America. Those standards require that we plan and perform the audits to obtain reasonable
- assurance about whether the consolidated financial statements are 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 includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Seattle-Northwest Securities Corporation and Subsidiary as of
December 31, 2010 and 2009, and the results of their operations and their cash flows for the years
then ended, in conformity with accounting principles generally accepted in the United States
of America.

M M—WLL’

s Seattle, Washington
February 28, 2011

- 1 Praxity.:

GLOBAL ALLIANCE OF
INDEPENDENT FIRMS



SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2010 AND 2009

[re—

ASSETS
2010 2009
Cash $ 842781 $ 1,978,402
Deposits with Clearing Organization 819,116 567,116
Receivables
Brokers and Dealers 686,983 1,142,373
Customers 51,192 -
Other 1,335,339 1,359,548
Securities Purchased Under Agreements to Resell 11,285,625 11,233,643
Securities Owned 14,351,953 15,423,770
Office Furniture, Equipment and Leasehold
Improvements, net of Accumulated Depreciation
and Amortization of $2,512,104 and $2,471,991 328,672 386,298
Intangible Assets Associated with Customer Relationships 208,333 258,333
Other Assets 436,185 394,683
$ 30,346,179 32,744,166
LIABILITIES AND SHAREHOLDERS' EQUITY
Bank Loans ‘ $ 5,350,000 6,800,000
Securities Sold Under Agreements to Repurchase 2,202,319 2,153,169
Payables to Brokers and Dealers 197,931 109,676
Securities Sold But Not Yet Purchased 11,165,253 12,438,354
Accounts Payable 671,050 370,832
Accrued Liabilities 1,889,809 1,932,769
21,476,362 23,804,800
Commitments and Contingencies (Note 5)
Common Stock (Note 7) 7,647 8,098
Additional Paid In Capital ‘ ' 10,952,483 11,521,865
Accumulated Deficit (2,090,313) (2,590,597)
8,869,817 8,939,366
$ 30,346,179 32,744,166

See accompanying notes.
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SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 31, 2010 AND 2009

REVENUES
Underwriting

Municipal Consulting Fees

Trading
Municipals
Governments
Corporates

Interest
Municipals (Tax-Exempt)
Taxable

Investment Advisory Fees

Other

EXPENSES
Employee Compensation and Benefits
Security Handling
Communications
Occupancy
Interest
Taxes and Licenses
Promotional Costs
Regulatory and Legal Costs
Underwriting
Other

NET INCOME

See accompanying notes.

2010 2009

$ 6,489,396 $ 9,413,464

3,623,338 3,637,865
3,676,053 3,914,871
4,847,937 '7,199,196
244,889 876,422
8,768,879 11,990,489
161,098 140,244
165,284 323,093
326,382 463,337
2,442,092 2,104,215
27,063 51,442
21,677,150 27,660,812
14,393,062 18,213,313
390,554 334,086
487,682 562,098
2,720,535 2,607,046
265,042 332,414
292,327 321,425
455,897 469,139
1,012,005 883,228
325,254 682,145
384,209 418,538
20,726,567 24,823,432

$ 950,583 $ 2,837,380
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SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
"YEARS ENDED DECEMBER 31, 2010 AND 2009

Subordinated Liabilities at December 31, 2008 $ 1,081,017

Conversion of Subordinated Notes to Promissory Notes (Note 7) (1,081,017)

Subordinated Liabilities at December 31, 2009 -

Subordinated Liabilities at December 31, 2010 $ -

See accompanying notes. 5




SEATTLE-NORTHWEST SECURITIES CORPORATION

AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2010 AND 2009

2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net Income $ 950,583 $ 2,837,380
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities
Depreciation and Amortization 227,255 231,532
Loss on Sale of Office Furniture and Equipment 682 2,867
Amortization of Intangible Assets 50,000 50,000
Change in Certain Assets and Liabilities
Deposits with Clearing Organizations and Other Assets (293,496) 133,246
Receivables from/Payables to Broker and Dealers 543,645 15,231,540
Receivables from/Payables to Customers and Other (26,986) (283,919)
Securities Purchased Under Agreements to Resell (51,982) 18,607,821
Securities Sold Under Agreements to Repurchase 49,151 (34,515,496)
Securities Inventory, net : (201,288) 8,954,102
Accounts Payable and Accrued Liabilities (169,013) (2,932,392)
- Net Cash Provided By Operating Activities 1,078,551 8,316,681
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Office Furniture, Equipment, and Leasehold Improvements (172,226) (265,885)
Proceeds from Sale of Office Furniture and Equipment 1,916 1,044
Net Cash Used In Investing Activities (170,310) (264,841)
CASH FLOWS FROM FINANCING ACTIVITIES
Bank Loans, Net (1,450,000) (3,300,000)
Repayment of Promissory Notes and Subordinated Notes - (1,081,017)
Common Stock Sold 1,140,355 1,095,298
Distributions (450,299) (3,209,337)
Repurchase of Common Stock (1,283,918) (1,000,925)
Net Cash Used In Financing Activities (2,043,862} (7,495,981)
NET INCREASE (DECREASE) IN CASH (1,135,621) 555,859
CASH BALANCE
Beginning of Year 1,978,402 1,422,543
End of Year $ 842,781 $ 1,978,402
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash Paid for Interest $ 264,824 $ 475856
SUPPLEMENTAL DISCLOSURE OF NON-CASH INFORMATION
Accrual of stock redemption liabilty § 426,270 $ -
Redemption {forgiveness) of Common Stock Purchase Loans $ - $ {1,708)
Conversion of Subordinated Notes to Promissory Notes (Note 7) $ - $ 918107

See accompanying notes.
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SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 1 - Organization and Summary of Significant Accounting Policies

Organization - Seattle-Northwest Securities Corporation (the Company) is a registered broker-dealer
with the Securities and Exchange Commission (SEC). The Company operates primarily .in the
Northwest, however it also serves institutional and broker-dealer clients throughout the United
States. The Company is also engaged in investment management services through SNW Asset
Management, a wholly-owned subsidiary. The consolidated financial statements include the amounts
of the Company and its wholly-owned subsidiary. All material intercompany balances and
transactions are eliminated in consolidation. The Company is wholly-owned by its employees either
directly or through an Employee Stock Ownership Plan (ESOP). As of December 31, 2010 and 2009,
the ESOP owned approximately 100% and 98%, respectively, of Seattle-Northwest Securities
Corporation outstanding common stock.

FASB Codification - On July 1, 2009, the Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) became the single authoritative source for nongovernmental U.S.
generally accepted accounting principles (GAAP). The ASC supersedes all previous authoritative GAAP
applicable to the Company and is effective for the year ended December 31, 2009. The ASC did not
affect the application of GAAP, but did affect the GAAP references included within the notes to the
consolidated financial statements.

Receivables From and Payables to Brokers and Dealers - Such amounts principally represent the -
contract value of securities that have not been delivered or received by settlement date.

Receivables From and Payables to Customers - Such amounts principally represent amounts due
on cash transactions. Securities owned by customers and non-customers are held as collateral for
receivables. Such collateral is not reflected in the Company’s financial statements.

Other Receivables - Such amounts principally represent amounts invoiced for financial advisory
work performed. The Company provides an allowance for doubtful accounts based on management’s
evaluation of existing accounts outstanding and historical experience related to such activity. At
December 31, 2010 and 2009, allowances for estimated losses on accounts totaled approximately
$30,200 and $10,200, respectively. ' ‘

Securities Purchased Under Agreements to Resell and Securities Sold Under Agreements to
Repurchase - Securities purchased under agreements to resell and securities sold under agreements
to repurchase are financing transactions that are collateralized by negotiable securities, in amounts
equaling 100% of the agreements, and are carried at the amounts at which the securities will be
subsequently repurchased or resold, as specified in the respective agreements, including accrued
interest. The Company’s policy is to take possession of securities purchased under agreements to
resell. Securities sold under agreements to repurchase are held by nationally recognized dealers or
clearing houses. The Company monitors daily the market value of the securities acquired or sold as
compared to the amounts due or owed under the resell or repurchase agreements, including accrued
interest. The Company enters into new resell or repurchase agreements if any material deficiencies
exist. The Company offsets certain resell and repurchase agreements that are executed with the same
counterparty and meet criteria for the legal right of offset.




SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 1 - Organization and Summary of Significant Accounting Policies (Continued)

Securities Owned - Of securities owned at December 31, 2010, $5,395,166 were pledged as collateral
on a bank loan (see Note 2) and $2,543,399 were pledged as collateral on securities sold under
agreements to repurchase. '

Securities Sold, Not Yet Purchased - In the normal course of business, the Company has sold
securities that it does not currently own and will, therefore, be obligated to purchase such securities
at a future date. The Company has recorded this obligation in the financial statements at the
December 31, 2010 market value of the related securities and will incur a trading loss on the
securities if the market price increases and a trading gain if the market price decreases subsequent to
December 31, 2010.

Securities Valuation - Securities inventory, which includes securities owned and securities sold but
not yet purchased, is carried at fair value. Fair value is defined as the price that would be received to
sell an asset or paid to transfer a liability (i.e., the “exit price”) in an orderly transaction between
market participants at the measurement date.

In determining fair value, the Company uses various valuation approaches. GAAP establishes a fair
value hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs
and minimizes the use of unobservable inputs by requiring that the most observable inputs be used
when available. Observable inputs are those that market participants would use in pricing the asset or
liability based on market data obtained from sources independent of the Company. Unobservable
inputs reflect the Company’s assumption about the inputs market participants would use in pricing
the asset or liability developed based on the best information available in the circumstances. The fair
value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 - Valuations based on unadjusted quoted prices in active markets for identical assets or
liabilities that the Company has the ability to access. Valuation adjustments and block discounts
are not applied to Level 1 securities. Since valuations are based on quoted prices that are readily
and regularly available in an active market, valuation of these securities does not entail a
significant degree of judgment.

Level 2 - Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly.

Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value
measurement.

The Company has various types of bonds in its securities inventory balance. All securities are
categorized as Level 2 and are valued using observable inputs such as spreads to comparable agency
securities, treasury securities, or published pricing scales.




SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 1 - Organization and Summary of Significant Accounting Policies' (Continued)

Office Furniture, Equipment and Leasehold Improvements - Office furniture and equipment are
carried at cost and are principally depreciated over their estimated useful lives according to
accelerated methods of depreciation for both book and tax purposes. Leasehold improvements are
also carried at cost and are amortized on an accelerated basis over the shorter of the term of the office
lease or their estimated useful lives.

Intangible Assets Associated with Customer Relationships - The purchased customer
relationships assets primarily involve contracts with customers that will continue to be served by the
Company. The resulting intangible assets are being amortized on a straight-line basis over a period of
ten years. Amortization expense recognized on the assets was $50,000 for the years ended
December 31, 2010 and 2009 and is expected to be $50,000 on an annual basis. The Company
performs impairment analyses annually. An asset is deemed impaired if the sum of the expected
future cash flows is less than the carrying amount of the asset. If impaired, an impairment loss is
recognized to reduce the carrying value of the assets to fair value. No impairment was recorded
during 2010 and 2009.

Revenue Recognition - Security transactions are recorded on the trade date. Interest income and
expense on security positions are recorded on the accrual basis. Underwriting revenue is recognized
at the time the underwriting is completed and the revenue is reasonably determined. Municipal
consulting fees are recorded on the accrual basis on the date the issue is underwritten. Commission
expense is recorded on trade date.

Income Taxes - The Company has been recognized by the Internal Revenue Service as an

" S Corporation, which is a non-taxable entity. As the Company became a non-taxable entity effective

July 1, 2003, the Company may be subject to taxes on any built-in gains if certain assets are sold prior
toJuly 1,2013.

Effective January 1, 2009 the Company adopted FASB Accounting Standards Codification
(ASC) 740-10, relating to accounting for uncertain tax positions. ASC 740-10 prescribes a recognition
threshold and measurement process for accounting for uncertain tax positions and also provides
guidance on various related matters such as derecognition, interest, penalties and disclosure
required. The Company does not have any uncertain tax positions. The Company files income tax
returns in the U.S. federal jurisdiction and various state jurisdictions. The U.S. federal statute of
limitations remains open for 2006 and onward.

Financial Instruments - The Company’s financial instruments consist of cash, accounts receivable,
securities purchased under agreements to resell, securities owned, deposits with clearing
organizations, bank loans, securities sold under agreements to repurchase, corporate and municipal
securities sold short, payables to brokers and dealers accounts payable, accrued liabilities and
liabilities subordinated to claims of general creditors. The fair values of these financial instruments
approximate their carrying values.




SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 1 - Organization and Summary of Significant Accounting Policies (Continued)

Subsequent Events - Subsequent events are events or transactions that occur after the date of the
statement of financial condition, but before financial statements are issued. The Company recognizes
in the consolidated financial statements the effects of all subsequent events that provide additional
evidence about conditions that existed at the date of the statement of financial condition, including
the estimates inherent in the process of preparing the consolidated financial statements. The
Company’s consolidated financial statements do not recognize subsequent events that provide
evidence about conditions that did exist at the date of the statement of financial condition, but arose
after the date of the statement of financial condition and before consolidated financial statements
are issued.

The Company has evaluated subsequent events through February 28, 2011, which is the date the
consolidated financial statements were issued.

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. The Company’s evaluation of contingent liabilities (see Note 5} is a
significant estimate. Actual results could differ from those estimates, and the differences could
be material.

Concentration of Credit Risk - The Company is engaged in various trading and brokerage activities
whose counterparties primarily include brokers and dealers, banks, and other financial institutions. In
the event the counterparties do not fulfill their obligations, the Company may be exposed to risk. The
risk of default depends on the creditworthiness of the counterparty or issuer of the instrument. It is
the Company’s policy to review, as necessary, the credit standing of each counterparty with which it
conducts business. The Company has sold securities under agreements to repurchase with two
counterparties totaling $2,202,319, or 100% of total securities sold under agreements to repurchase.
The Company has purchased securities under agreements to resell with three counterparties totaling
$11,285,625, or 100% of total securities purchased under agreements to resell.

The Company maintains its cash balances in financial institutions which at times, may exceed
federally insured limits. The Company has not experienced any losses in these accounts and believes it

is not exposed to any significant credit risk.

Reclassifications - Certain balances in the 2009 financial statements have been reclassified to
conform to 2010 presentation. These changes had no effect on net income in either year presented.

10




SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 2 - Bank Loan

In the normal course of business, the Company borrows from a bank on a demand basis. Borrowings
are secured by securities owned, in amounts equaling 100% of outstanding borrowings, pledged as
collateral. The Company had outstanding borrowings from the bank of $5,350,000 and $6,800,000 as
of December 31, 2010 and 2009, respectively. At December 31, 2010, the stated interest rate on these
borrowings was 1.75%.

Note 3 - Fair Value Measurements

The Company’s assets and liabilities recorded at fair value have been categorized based upon a fair
value hierarchy. See Note 1 for a discussion of the Company’s fair value measurement
accounting policies.

The following table presents information about the Company’s assets and liabilities measured at fair
value on a recurring basis as of December 31, 2010:

Balance as of
: December 31,
Level 1 Level 2 Level 3 2010

ASSETS
Securities Purchased Under Agreements to Resell
Debt securities issued by the U.S.
Treasury and other U.S. government

corporations and agencies $ - $ 11,285,625 $§ - $ 11,285,625

Securities Owned
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies
Debt securities issued by states of the
United States and political subdivisions

$ - $ 7,122,179 $ - $ 7,122,179

of the states . -

Corporate debt securities

Total Securities Owned

LIABILITIES
Securities Sold Under Agreements to Repurchase
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies

Securities Sold But Not Yet Purchased
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies

2,477,862 -

4,751,912

2,477,862
4,751,912

$ 14,351,953

$ 14,351,953

$ (2,202,319)

$ (2,202,319)

$ (11,165,253)

$ (11,165,253)

11




SEATTLE-NORTHWEST SECURITIES CORPORATION

AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 3 - Fair Value Measurements (Continued)

The following table presents information about the Company’s assets and liabilities measured at fair
value on a recurring basis as of December 31, 2009:

Balance as of
December 31,

Level 1 Level 2 Level 3 2009
ASSETS
Securities Purchased Under Agreements to Resell
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies $§ - $ 11,233,643 $ - $ 11,233,643

Securities Owned
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies . $ - $ 10,701,269 $ - $ 10,701,269
Debt securities issued by states of the
United States and political subdivisions

of the states - 3,900,183 - 3,900,183

Corporate debt securities - 822,318 - 822,318

Total Securities Owned $ - $ 15,423,770 $ - $ 15,423,770
LIABILITIES ’ ;

Securities Sold Under Agreements to Repurchase
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies $ - $ (2,153,169) $ - $ (2,153,169)

Securities Sold But Not Yet Purchased
Debt securities issued by the U.S.
Treasury and other U.S. government
corporations and agencies $ - $ (12,438,354) $ - $ (12,438,354)

Note 4 - Related Parties

Certain related-party transactions, which are principally the execution of security trades and
shareholder loans, occur between the Company, its principal shareholders and its related ESOP.
Security trades are consummated under terms and conditions that are considered to be comparable
to other customers. At December 31, 2010 and 2009, the amount of non-forgivable shareholder loans
included in other receivables was $10,500 and $11,203, respectively.

12




SEATTLE-NORTHWEST SECURITIES CORPORATION
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 5 - Commitments and Contingencies

In the normal course of business, the Company enters into when-issued and underwriting
commitments. The price of the underlying securities and date when the securities will be delivered
and paid for are fixed at the time the transaction is negotiated. Losses may arise due to changes in the
market value of the securities or from the inability of counterparties to meet the terms of the contract.
Open commitments at December 31, 2009, which were subsequently settled, had no material effect on
the financial condition and results of operations of the Company. No commitments were open at
December 31, 2010.

In connection with securities purchases, the Company is required to hold liquid assets as collateral
with the custodian sufficient to cover the purchase price. At December 31, 2010 and 2009, $455,000
and $205,000 was held as collateral, respectively.

The aggregate annual non-cancelable rental commitments at December 31, 2010 under all office
leases, subject to certain escalation charges, are as follows:

2011 $ 724,118
2012 764,528
2013 771,067
2014 o 555,003
2015 205,092
Thereafter 1,166,434
$ 4,186,242

Rental expense for office space was $856,730 and $824,368 for the years ended December 31, 2010
and 2009, respectively.

The Company has been contacted by counsel of a client regarding investigation of potential claims
against the Company and against other parties related to a 2003 bond offering. To date, the client has
not filed a formal claim against the Company. An estimate of the potential loss in the event of an
unfavorable outcome cannot be made at this time because of the uncertainty surrounding the nature
of the potential claim.

The Company has agreed to indemnify the clearing broker-dealer for losses that it may sustain from
the customer accounts introduced by the Company. In accordance with applicable margin lending
practices, customer balances are collateralized by customer securities or supported by other types of
recourse provisions. At December 31, 2010, no liability was recorded.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Note 6 - Employee Stock Ownership Plan

The Company’s ESOP covers all of the Company’s eligible employees. An employee is eligible to
participate in the ESOP on either July 1 or January 1 following their date of hire. Plan contributions
are based on a percentage of an employee’s elective deferrals as well as Company profitability.
Employees vest in plan contributions over a three-year period. The amount of the annual Company
contribution under the ESOP is determined based on the return on shareholders’ equity achieved
during the Company’s fiscal year as well as the amount of total compensation an employee defers.

ESOP compensation expense for the years ended December 31, 2010 and 2009 was $168,750 and
$826,690, respectively.

Note 7 - Buy-Sell Agreement

The Company has an agreement for the purchase and sale of stock that limits ownership and
transferability of its shares amongst its employees and its ESOP. The agreement specifies the
Company can redeem and cancel its shares at the fair market value of those shares in the event of
death, disability or retirement of a shareholder/employee or under other circumstances with
payment being made, if the Company so desires, in the form of a note which may be subordinated.
Repayment of principal is made in four annual installments bearing interest at variable rates. During
2009, the Company cancelled all outstanding subordinated notes totaling $918,107 and reissued
promissory notes which were subsequently paid in full. No subordinated notes were outstanding as
of December 31, 2010.

Note 8 - Capital Requirements

The Company is required to maintain minimum capital as defined in certain “net capital rules” of the .
SEC. The Company used the alternative method permitted by Rule 15c¢3-1 which requires that it
maintains net capital in excess of the greater of $250,000 or 2% of aggregate debit balances as defined
in the Formula Reserve Requirements under Rule 15¢3-3. At December 31, 2010 and 2009, the
Company’s net capital was $6,130,195 and $5,518,672, respectively, which exceeded minimum capital
requirements by $5,880,195 and $5,268,672, respectively.

In 2010 and 2009, the Company’s net capital was 260% and 151988% of aggregate debit items,
respectively.
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