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FOLIOfn INVESTMENTS INC

Wholly Owned Subsidiary of FOLIOfn Inc

AFFIRMATION

Beth Kirksey affirm that to the best of my knowledge and belief the accompanying financial

statements and supplemental schedules pertaining to the firm FOLIOfn Investments Inc

the Company for the year ended December 31 2010 are true and correct further 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 customer

Subscribed and sworn to before me
this.dayof

Pehra.LrJ
2011

Anne Byrd Notary Pubc
Comrnssion ID 7157484

My Commission Expires 10/31 /2012

Notary Public

Officer and Chief
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Crowe Horwath
Crowe Horwath LLP

Independent Member Crowe Horwath International

REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholder of

FOLIOfn Investments Inc

McLean Virginia

We have audited the accompanying statement of financial condition of FOLIOfn Investments Inc

the Company as of December 31 2010 that you are filing pursuant to Rule 17a-5 under the Securities

Exchange Act of 1934 This statement of financial condition is the responsibility of the Companys

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 of

America 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 An audit includes

examining on 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 as

well as evaluating the overall statement of financial condition presentation We believe that our audit

provides reasonable basis for our opinion

In our opinion such statement of financial condition referred to above present fairly in all material

respects the financial position of the Company at December 31 2010 in conformity with accounting

principles generally accepted in the United States of America

Crowe Horwath LLP

New York New York

February 26 2011



FOLIOfn INVESTMENTS INC

STATEMENT OF FINANCIAL CONDITION

December 31 2010

In thousands except per share amounts

ASSETS
Cash and cash equivalents 6450

Cash segregated under federal and other regulations 17063

Deposits with clearing organizations 1130

Receivable from customers 4670

Receivable from broker dealers and clearing organizations
802

Other receivables 189

Dividends and interest receivable

Corporate equity securities owned at fair value 1587

Prepaid expenses and other assets 169

Deferred tax asset 300

Total assets 32.369

LIABILITIES

Payable to customers 14510

Payable to broker dealers and clearing organizations 2666

Accounts payable and accrued expenses 1572

Due to parent
924

Deferred revenue 598

Total liabilities 20270

STOCKHOLDERS EQUITY

Common stock $0.0001 par value 1000 shares authorized issued

and outstanding

Additional paid-in capital
16892

Accumulated deficit 4793
Total stockholders equity

12099

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 32.369

See accompanying notes to financial statements



FOLIOfn INVESTMENTS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31 2010

NOTE ORGANIZATION

FOLlOfn Investments Inc the Company is broker-dealer registered with the Securities and

Exchange Commission SEC and the Financial Industry Regulatory Authority FINRA The Company
is Virginia corporation that is wholly owned subsidiary of FOLIOfn Inc the Parent

The Company offers Internet-based portfolio creation trading and management services It also

provides trade execution clearance and settlement services

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

summary of significant accounting policies consistently applied in the preparation of the accompanying

financial statements follows

Basis of Presentation The Company is engaged in single line of business as securities broker-

dealer which provides execution of principal agency transactions over the Internet

Cash and Cash Equivalents Cash and cash equivalents consist of cash and short-term investments with

original maturities of 90 days or less

Securities Transactions Proprietary securities transactions in regular-way trades are recorded on the

trade date as if they had settled Customers securities transactions are reported on settlement date

basis

Amounts receivable and payable for securities transactions that have not reached their contractual

settlement date are recorded net on the statement of financial condition

Marketable securities primarily consist of corporate equities and are recorded at their fair value in

accordance with FASB ASC 820 Fair Value Measurements and Disclosures

Income Taxes The Company is included in the federal and certain state income tax returns filed by

the Parent and certain other states require the Company to file income tax returns on separate basis

Federal and state income taxes are calculated as if the Company filed on separate return basis and

the amount of current tax or benefit calculated is either remitted to or received from the Parent for

consolidated returns and for states that require separate returns the current tax is remitted or received

from the state directly The amount of current and deferred taxes payable or refundable is recognized as

of the date of the financial statements utilizing currently enacted tax laws and rates

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to

differences between the financial statement carrying amounts of existing assets and liabilities and their

respective tax basis Deferred tax assets and liabilities are measured using enacted tax rates expected

to apply to taxable income in the years in which those temporary differences are expected to be

recovered or settled However deferred tax assets are recognized only to the extent that it is more likely

than not that they will be realized based on consideration of available evidence The effect on deferred

tax assets and liabilities of change in tax rates is recognized in income in the period that includes

the enactment date

tax position is recognized as benefit only if it is more likely than not that the tax position would be

sustained in tax examination with tax examination being presumed to occur The amount recognized

is the largest amount of tax benefit that is greater than 50% likely of being realized on examination For

tax positions not meeting the more likely than not test no tax benefit is recorded There was no effect to

the Company upon adopting this new guidance

Continued



FOLIOfn INVESTMENTS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31 2010

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

The Company is subject to income tax in the state of Virginia The Company is no longer subject to

examination by taxing authorities for years before 2007

Use of Estimates The preparation of consolidated 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 the disclosure of contingent

assets and liabilities at the date of the consolidated financial statements and revenues and expenses

during the reporting period The deferred tax assets and fair values of financial instruments are

particularly subject to change Accordingly actual results could differ from those estimates

NOTE CASH SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS

As of December 31 2010 cash of $17063136 has been segregated in special reserve bank accounts

for the benefit of customers under SEC Rule 15c3-3

NOTE 4- RECEIVABLE FROM AND PAYABLE TO CUSTOMERS

Receivable from customers represents amounts owed from customers for cash transactions Payable to

customers represents amounts owed to customers for cash transactions

NOTE 5- PAYABLE TO BROKER-DEALERS AND CLEARING ORGANIZATIONS

Payable to broker-dealers and clearing organizations includes amounts that are due upon delivery of

securities to the Company In the event the counterparty does not fulfill its contractual obligation to

deliver these securities the Company may be required to purchase the securities at prevailing market

prices to satisfy its obligations

NOTE LINE OF CREDIT

The Company has entered into financing agreement with bank that permits the Company to borrow

on revolving line of credit basis through April 30 2011 an amount up to $4000000 bearing interest at

the sum of the fed funds rate plus 250 basis points The interest rate at December 31 2010 was 2.75%

The outstanding principal balance on the line of credit under the financing agreement at December 31

2010 was $0 The revolving line of credit is unsecured however it is guaranteed by the Parent The line

is restricted for deposits with clearing organization only and requires that the Company provide the first

$2 million of deposit before drawing on the line Repayments on the line are to occur upon the return of

the deposits from the clearing organization

NOTE 7- INCOME TAXES

The Company accounts for income taxes through the use of the liability method whereby deferred tax

assets and liability account balances are determined based on the differences between the financial

reporting and the tax reporting basis of assets and liabilities The Company applies enacted tax rates and

laws to determine the amount of the corresponding deferred tax assets and liabilities The Company

uses valuation allowance to reduce the amount of the deferred tax assets to their estimated realizable

value The Company does not have any tax benefits related to uncertain tax positions

Continued



FOLIOfn INVESTMENTS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31 2010

NOTE 7-INCOME TAXES Continued

Deferred tax assets and liabilities are comprised of the following at December 31 2010

Deferred tax assets liabilities

Accounts receivable 79543
Accrued vacation 86402

Non-cash stock compensation 33117
AMT credits 318227
Net operating loss tarry forward 1633995
Less valuation allowances 1851284

Net deferred tax assets 300.000

As of December 31 2010 the Company as part of the consolidated groups tax filings had net operating

loss carryforwards for Federal income tax purposes of approximately $4.3 million beginning to expire in

the year 2020 Utilization of net operating losses may be subject to annual limitations due to the

ownership change limitations stated in the Internal Revenue Code and similarstate provisions

As of December 31 2010 based upon projections of future taxable income the Company has determined

that it is more likely than not to realize $300000 of deferred tax assets in future years valuation

allowance of $1.9 million has been established against the remainder of the deferred tax assets because

this amount is not more likely than not to be realized based upon consideration of available evidence

NOTE 8- CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital Rule 5c3-1

the Rule The Company has elected the alternative method of compliance allowed under the Rule

whereby required net capital as defined is the greater of 2% of aggregate debit items as defined

arising from customer transactions or $250000 The Rule prohibits the Company from engaging in any

securities transactions should its net capital fall below required amounts and may require the Company to

restrict its business activities if its net capital falls below amounts defined in the Rule In computing net

capital items not readily convertible into cash are generally excluded and the Companys position in

marketable securities is valued below current market quotations Net capital and related excess net capital

may fluctuate daily At December 31 2010 the Companys net capital was $10141614 which exceeded

the Rule requirements by $9891614 The Board of Directors authorized monthly cash dividends in the

amount of $500000 be declared and paid to the Parent each month for the six month period between

January and June 2011 On January 12 2011 the Company paid $500000 in cash dividends to the Parent

NOTE FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK AND CONCENTRATIONS

OF CREDIT RISK

As securities broker the Company executes and settles various securities transactions for its own

account for individual customers and with other brokers counterparties These activities may expose the

Company to off-balance-sheet and credit risks if counterparties to these transactions are unable to fulfill

their contractual obligations

In accordance with industry practice customers and other brokers are not required to deliver cash or

securities to the Company until settlement date which is generally three business days after trade date

In volatile securities markets the price of security associated with transaction could widely fluctuate

between the trade date and settlement date The Company is exposed to risk of loss should any

counterparty to securities transaction fail to fulfill its contractual obligations and the Company would

then be required to buy or sell securities at prevailing market prices

Continued



FOLIOfn INVESTMENTS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31 2010

NOTE FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK AND CONCENTRATIONS
OF CREDIT RISK Continued

Payables to customers and brokers and dealers include amounts that are due upon delivery to the

Company of underlying securities If the counterparty to any of these transactions does not deliver the

associated securities the Company may be required to purchase securities at prevailing market prices in

excess of the liability recorded in the statement of financial condition

The Company controls the above risks through variety of reporting and control procedures The

Companys customer securities activities are all transacted on cash basis The Company requires that

customers have sufficient cash deposited in their accounts to cover purchase transactions before such

transactions are executed

At December 2010 the Company had $6061000 held on deposit at U.S Bank and balances totaling

approximately $17063000 held on deposit at SunTrust Bank of which $250000 is insured at each

institution by the Federal Deposit Insurance Corporation FDIC

NOTE 10 FAIR VALUE OF FINANCIAL INSTRUMENTS

The financial instruments of the Company are reported in the statement of financial condition at fair values

or at carrying amounts that approximate fair values because of the short maturity of the instruments

The Company determines fair value of investments with focus on exit price from the perspective of

market participant based upon quoted prices when available or through the use of alternative approaches

when market quotes are not readily accessible or available

The fair value hierarchy of the Companys inputs used in the determination of fair value for assets and

liabilities during the current period consists of three levels Level inputs are comprised of unadjusted

quoted prices in active markets for identical assets or liabilities at the measurement date Level inputs

include quoted prices for similar instruments in active markets quoted prices for identical or similar

instruments in markets that are not active inputs other than quoted prices that are observable for the

asset or liability and inputs that are derived principally from or corroborated by observable market data by

correlation or other means Level inputs incorporate the Companys own best estimate of what market

participants would use in pricing the asset or liability at the measurement date where consideration is

given to the risk inherent in the valuation technique and the risk inherent in the inputs to the model

If inputs used to measure an asset or liability fall within different levels of the hierarchy the categorization

is based on the lowest level input that is significant to the fair value measurement of the asset or liability

The Companys assessment of the significance of particular input to the fair value measurement in its

entirety requires judgment and considers factors specific to the asset or liability

The following table presents the assets carried on the statement of financial condition at fair value on

recurring basis by level within the valuation hierarchy as of December 31 2010 in thousands

Assets at Fair Value as of December 31 2010

Level Level Level Total

Assets

Corporate equity securities at fair value 1587 1587

Total 1.587 1.587

The Company keeps diverse inventory of exchange traded corporate equities for testing purposes and

as inventory to sell to its customers

Continued



FOLIOfn INVESTMENTS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31 2010

NOTE 11 COMMITMENTS AND CONTINGENCIES

The nature of the Companys business subjects it to claims lawsuits regulatory examinations and other

proceedings in the ordinary course of business The ultimate outcome of such matters cannot be

determined at this time and the results of these matters cannot be predicted with certainty There can be

no assurance that these matters will not have material adverse effect on the Company in any future

period and substantial judgment could have material adverse impact on the Companys financial

condition However it is the opinion of management after consultation with legal counsel that the

ultimate outcome of any such matters foreseeable at this time will not have material adverse impact on

the financial condition of the Company

The Company also provides guarantees to securities clearinghouses under their standard membership

agreement which requires members to guarantee the performance of other members Under the

agreement if another member becomes unable to satisfy its obligations to the clearing house other

members would be required to meet shortfalls The Companys liability under these agreements is not

quantifiable and may exceed the cash and securities it has posted as collateral However the potential

requirement for the Company to make payments under these arrangements is remote Accordingly no

liability has been recognized for these transactions



Crowe Horwath
Crowe Horwath LLP

Independent Member Crowe Horwath International

REPORT OF INDEPENDENT AUDITORS ON APPLYING AGREED-UPON PROCEDURES

To the Board of Directors and Stockholder of

FOLIOfn Investments Inc

McLean Virginia

In accordance with Rule 7a-5e4 under the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying General Assessment Reconciliation

Form SIPC-7 to the Securities Investor Protection Corporation SIPC for the year ended

December 31 2010 which were agreed to by FOLIOfn Investments Inc the Company and the

Securities and Exchange Commission Financial Industry Regulatory Authority Inc and SIPC and solely

to assist you and the other specified parties in evaluating the Companys compliance with the applicable

instructions of the Form SIPC-7 The Companys management is responsible for the Companys
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

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement

records entries including internal accounts payable invoices and copies of checks made payable
to SIPC noting no differences

Compared the Total Revenue amounts reported on the audited financial statements included in

Form X-17A-5 to the amounts reported in Form SIPC-7 for the year ended December 31 2010
noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers including excel spreadsheets derived from the Companys general ledger and subsidiary

ledgers noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers supporting the adjustments noting no differences

Compared the amount of any overpayment applied to the current assessment with the Form

SIPC-7 on which it was originally computed noting no differences

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on compliance Accordingly we do not express such an opinion Had we
performed additional procedures other matters might have come to our attention that would have been

reported to you

This report is intended solely for the information and use of the specified parties listed above and is not

intended to be and should not be used by anyone other than these specified parties

Crowe Horwath LLP

New York New York

February 26 2011



SI PC-i

33-REV 7/10

SECURITIES INVESTOR PROTECTION CORPORATION
P.O Box 92185 Washington D.C 20090-21 85

202-371-8300

General Assessment Reconciliation

For the fiscal year ended C..... 20

Read carefully the Instructions in your Working Copy before completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining Authority 1934 Act registration no and month in which fiscal year ends for

purposes of the audit requirement of SEC Rule 17a-5

Note If any of the information shown on the mailing label

requires correction please e-mail any corrections to

form@sipc.org and so indicate on the form filed

trr

Subsidiaries and predecessors included in this form give name and 1934 Act registration number

The SIPC member submitting this form and the

person by whom it is executed represent thereby
that all information contained herein is true correct ______________________________________________________________________

and complete

Authorized Signature

Dated the 2day of wiit4U1 20% rg
ritte

This form and the assessment payment Is due 60 days after the end of the fiscal year Retain the Working Copy of this form

for period of not less than years the latest years in an easily accessible place

Postmarked

Calculations _________

Exceptions

Cl
Disposition of exceptions

Received Reviewed

Documentation _________ Forward Copy

sIPC-i

33-REV 7/10

L3CP -Ic_

eS 00
C.tCAN1

General Assessment item 2e from page

Less payment mide with SIPC-6 filed exclude interest

t4ko
Date Paid

Less prior overpayment applied

Name and telephone number of person to contact

respecting this form

Jo24

_______

2.7 S1

Assessment balance due or overpayment

Interest computed on late payment see instruction for days at 20% per annum

Total assessment balance and interest due or overpayment carried forward

PAID WITH THIS FORM
Check enclosed payable to SIPC

Total must be same as above

Ii Overpayment carried forward

7c

L0c-t4 Nf6
Name of Corporation Partuerahip or other orfanluation



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Amounts for the fiscal period

beginning
_\ 20.10

and ending 2010
Eliminate cents

Total revenue FOCUS Line 12/Part hA Line Code 4030 32Q L1
2b Additions

Total revenues from the securities business of subsidiaries except foreign subsidiaries and

predecessors not included above
_________________________________

Net loss from principal transactions in securities in trading accounts
_________________________________

Net loss from principal transactions in commodities in trading accounts
_________________________________

Interest and dividend expense deducted in determining item
_______________________________

Net loss from management of or participation in the underwriting or distribution of securities _________________________________

Expenses other than advertising printing registration tees and legal tees deducted in determining net

profit from management of or participation in underwriting or distribution of securities _________________________________

Net loss from securities in investment accounts
_________________________________

0--
Total additions

_______________________________

2c Deductions

Revenues from the distribution ot shares of registered open end investment company or unit

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

advisory services rendered to registered investment companies or insurance company separate

accounts and from transactions in security futures products _________________________________

Revenues from commodity transactions _______________________________

Commissions floor brokerage and clearance paid to other SIPC members in connection with

securities transactions
_________________________________

Reimbursements for postage in connection with proxy solicitation
o7 /80

Net gain from securities In investment accounts 2_. _7I

tOD% of commissions and markups earned from transactions in certificates of deposit and

II Treasury bills bankers acceptances or commercial paper that mature nine months or less

from issuance date
_________________________________

Direct expenses of printing advertising and legal tees incurred in connection with other revenue

related to the securities business revenue defined by Section 169L of the Act _______________________________

Other revenue not related either directly or indirectly to the securities business

See Instruction

Total interest and dividend expense FOCUS Line 22/PART hA Line 13

Code 4075 plus line 2b4 above but not in excess

of total interest and dividend income Ii

ii 40% of margin interest earned on customers securities

accounts 40% of FOCUS line Code 3960 $_____________________________

Enter the greater of line or ii

Total deductions i_cl s.ci

2d SIPC Net Operating Revenues
03-f 33

2e General Assessment .0025

53t
to page line 2.A


