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Report of Independent Registered Public Accounting Firm

To the Member of
Hannon Armstrong Securities LLC

We have audited the accompanying statement of financial condition of Hannon Armstrong
Securities LLC (the Company) as of September 30, 2011, and the related statements of
operations, changes in member’s equity and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are 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 financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Hannon Armstrong Securities LLC at September 30, 2011, and the
results of its operations and its cash flows for the year then ended, in conformity with U.S.
generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary
information required by rule 17a-5 under the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

December 2, 2011 QMN( 7 )g Ll /ﬂ
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A member firm of Ernst & Young Global Limited



Hannon Armstrong Securities LLC
Statement of Financial Condition

September 30, 2011

Assets

Current assets:
Cash and cash equivalents
Accounts receivable
Other current assets

Total current assets

Total assets
Liabilities and member's equity
Current liabilities:

Accounts payable and accrued expenses
Total current liabilities
Member’s equity:

Member's capital

Retained deficit

Total member's equity
Total liabilities and member's equity

See accompanying notes.
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§ 196,540
10,582

371

207,493

$ 207.493

$ 24,028

24,028

573,262
(389,797)

183,465
3207493




Hannon Armstrong Securities LLC
Statement of Operations

Year Ended September 30, 2011

Revenue:
Advisory services $ 135,000
Total revenues 135,000
Expenses:
General and administrative - related party 334,227
Consulting services 107,525
General and administrative 22,268
Regulatory expenses 7,229
Total expenses 471,249
Net loss $ (336.249)

See accompanying notes.
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Hannon Armstrong Securities LLC

Statement of Changes in Member's Equity

Member's Retained

Capital Deficit Total
Balance, September 30, 2010 $ 117500 $ (53,548) $ 63,952
Capital contribution 455,762 - 455,762
Net loss for the year ended September 30, 2011 — (336,249) (336,249)
Balance, September 30, 2011 $ 573262 $ (389.797) $  183.465

See accompanying notes.
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Hannon Armstrong Securities LLC
Statement of Cash Flows

Year Ended September 30, 2011

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash provided by
operating activities:
Changes in operating assets and liabilities:

Accounts receivable

Other current assets

Accounts payable and other accrued expenses
Net cash used in operating activities

Cash flows from investing activities
Net cash provided by (used in) investing activities

Cash flows from financing activities
Contributed capital

Net cash provided by financing activities
Increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes.
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$ (336,249)

(10,582)
(371)
15,012

(332,190)

455,762

455,762

123,572
72,968

$ 196,540




Hannon Armstrong Securities LLC
Notes to Financial Statements

September 30, 2011

1. Background

Hannon Armstrong Securities LLC (the Company) is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and a member of the Financial Industry Regulation
Authority (FINRA) effective February 22, 2011. The Company, which was formed on July 22,
2008, is a Maryland limited liability company and is wholly-owned by Hannon Armstrong
Capital LLC (the Parent).

The Company’s principal business involves providing advisory services to clients seeking
financing for infrastructure projects.

2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying financial statements are prepared on an accrual basis in accordance with
accounting principles generally accepted in the United States of America.

Use of Estimates

The preparation of financial statements in accordance with U.S. generally accepted accounting
principles requires management to make certain estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ
from those estimates.

Revenue Recognition

The Company recognizes revenue for financial advisory services when such services have been
provided in accordance with contractual requirements and collectability is reasonably assured.

Cash and Cash Equivalents

Cash and cash equivalents include unrestricted cash and short-term cash investments with
original maturity of three months or less at the date of purchase.

The Company does not hold securities for customers or perform custodial functions relating to
customer securities. Accordingly, the Company is exempt from maintaining a special account for
the exclusive benefit of customers since the Company’s activities are limited to those set forth in
the conditions for exemption appearing in SEC Rule 15¢3-3(k)(2)(i).

1111-1308353 6



Hannon Armstrong Securities LLC

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Accounts Receivable

Accounts receivable represent outstanding balances from customers. The Company provides for
allowance for doubtful accounts based on estimates of uncollectible accounts.

Income Taxes

The Company is taxed as a partnership under the Internal Revenue Code. No provision for
federal or state income taxes has been made in the accompanying statements since the
Company’s profits and losses are reported on the member’s tax returns.

In July 2006, the Financial Accounting Standards Board issued (FASB) Interpretation No. 48
(FIN 48), Accounting for Uncertainty in Income Taxes, which has principally been codified in
ASC 740-10-25, Income Taxes, Overall Recognition (ASC 740-10-25). ASC 740-10-25
describes a comprehensive model for the measurement, recognition, presentation and disclosure
of uncertain tax positions in the financial statements. Under the interpretation, the financial
statements will reflect expected future tax consequences of such positions presuming the tax
authorities have full knowledge of the position and all relevant facts, but without considering
time values. The Company does not have any uncertain tax positions at September 30, 2011.

3. Fair Value Measurements

The levels of fair value inputs used to measure the Company’s financial assets and liabilities are
characterized in accordance with the fair value hierarchy established by FASB ASC Topic 820.
Where inputs for a financial asset or liability fall in more than one level in the fair value
hierarchy, the financial asset or liability is classified in its entirety based on the lowest level input
that is significant to the fair value measurement of that financial asset or liability. The Company
uses its judgment and considers factors specific to the financial assets and liabilities measured at
fair value in determining the significance of an input to the fair value measurements. The three
levels of the fair value hierarchy are described below:

o Level 1: Quoted prices (unadjusted) in active markets that are accessible at the
measurement date for assets or liabilities.

» Level 2: Observable prices that are based on inputs not quoted on active markets, but
corroborated by market data.

1111-1308353 7



Hannon Armstrong Securities LLC

Notes to Financial Statements (continued)

3. Fair Value Measurements (continued)
» Level 3: Unobservable inputs are used when little or no market data is available.

The Company’s financial instruments include cash equivalents, accounts receivable and accounts
payable, which are carried at amounts that approximate fair values.

4. Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15c¢3-1), which
requires the maintenance of minimum net capital of $5,000 and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 12 to 1. In addition, the
rule of the applicable exchange also provides that equity capital may not be withdrawn or cash
dividends paid if the resulting indebtedness to net capital ratio would exceed 10 to 1. At
September 30, 2011, the Company had net capital of $183,094, which exceeded required net
capital by $178,094, and the Company’s indebtedness to net capital ratio was 0.13 to 1.

5. Related Party Transactions

The Company has entered into an Expense Sharing and Administrative Services Agreement (the
Agreement) with the Parent. Under the terms of the Agreement, the Company does not reimburse
the Parent for management services and other supports. However, the financial statements
include allocated costs for services provided by the Parent, primarily payroll and benefits, rent,
and other shared services, that would be necessary for the Company to operate as a standalone
entity. These costs have been allocated primarily based on estimates of time spent by key
personnel and other rational allocation methods. Because these costs are not reimbursed to the
Parent, they are recorded as capital contributions to the Company by the Parent.

6. Subsequent Events

The Company evaluated subsequent events through December 2, 2011, the date the financial
statements were issued.

1111-1308353 8
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Hannon Armstrong Securities LLC

Schedule I — Computation of Net Capital

September 30, 2011

Computation of Net Capital
Total Member’s Equity $ 183,465
Less: Deductions and/or Other Charges

Non-Allowable Assets (371)
Net Capital $ 183,094
Minimum Net Capital Required 5,000
Excess Net Capital $ 178,094
Computation of Aggregate Indebtedness
Total aggregate indebtedness $ 24,028
Ratio of Aggregate Indebtedness to Net Capital 0.13

There are no material differences between the preceding computation and the Company’s
corresponding unaudited part I of Form X-17A-5 as of September 30, 2011.

1111-1308353 9
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Supplementary Report of Independent Registered Public Accounting Firm on
Internal Control Required by SEC Rule 17a-5(g)(1)

To the Member of
Hannon Armstrong Securities LLC

In planning and performing our audit of the financial statements and supplemental schedule of
Hannon Armstrong Securities LLC (the Company), as of and for the year ended September 30,
2011, 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 (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and those transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements

10
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in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

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

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

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
control activities for safeguarding securities that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at September 30, 2011, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, 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.

g‘-/vz; (-/gaug /.Lza

December 2, 2011
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Report of Independent Registered Public Accounting Firm on
Applying Agreed-Upon Procedures

To the Management of Hannon Armstrong Securities LLC

We have performed the procedures enumerated below, which were agreed to by the
management of Hannon Armstrong Securities LLC (the Company), the Securities Investor
Protection Corporation (SIPC), the Securities and Exchange Commission, and the
Financial Industry Regulatory Authority, in accordance with Rule 17a-5(e)(4) of the
Securities Exchange Act of 1934. We performed the procedures solely to assist the
specified parties in evaluating the Company’s compliance with the applicable instructions
of the General Assessment Reconciliation (Form SIPC-7) for the period from October 1,
2010 to September 30, 2011. 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 record entries in the general ledger noting no differences.

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended
September 30, 2011 with the amounts reported in Form SIPC-7 for the period
from October 1, 2010 to September 30, 2011 noting no differences.

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules
and working papers. There are no adjustments reported in Form SIPC-7.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and
in the related supporting 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 with the applicable instructions of
the General Assessment Reconciliation (Form SIPC-7) for the period from October 1,
2010 to September 31, 2011. 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.

A member firm of Ernst & Young Global Limited
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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.

Eens? ¢ )4’»-(7 LL/7

December 7, 2011
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Ernst & Young LLP
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About Ernst & Young

Ernst & Young is a global leader in assurance,

tax, transaction and advisory services.

Worldwide, our 141,000 people are united by

our shared values and an unwavering commitment to
quality. We make a difference by helping our people, our
clients and our wider communities achieve their potential.

For more information, please visit www.ey.com.

Ernst & Young refers to the global organization

of member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.

Ernst & Young Globai Limited, a UK company
limited by guarantee, does not provide services
to clients. This Report has been prepared by
Ernst & Young LLP, a client serving member firm
located in the United States.
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