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OATH OR AFFIRMATION

I, Craig Carlino, swear (or affirm) that, to the best of my knowledge and belief the accompanying Statements
of Financial Condition pertaining to the firm of Monroe Securities, Inc., as of December 31, 2011, 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.

=
Signature
oRRTE, of - \LLINOIS
(ounty of: Codl
CFO
THIS Tti D?m%@f’%‘a Title
v _CRAIG _CARLINO

gl Wdf\lb MALGORZATA CHAHECK

Notary Public - State of itinols
Notary Bublic My Comeission Expires Dec 4, 2015

This report contains (check all applicable boxes):

[x] (a) Facing Page.

[x] (b) Statements of Financial Condition.

(c) Statements of Income.

(d) Statements of Cash Flows.

(e) Statements of Changes in Shareholders’ Equity.

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

(g) Computation of Net Capital.

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

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

()  AReconciliation, 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.

(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.

(o) Independent Auditors’ Report on Internal Control Required by SEC Rule 17a-5.

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



'SALMIN, CELONA, WEHRLE & FLAHERTY, LLP

CERTIFIED PUBLIC ACCOUNTANTS
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders
Monroe Securities, Inc.

We have audited the statements of financial condition of Monroe Securities, Inc. as of December 31, 2011
and 2010 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These
statements of financial condition are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these statements of financial condition based on our audits.

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 audit to obtain reasonable assurance about
whether the statements of financial condition are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the statements of financial
condition. An audit also includes 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 audits provide a reasonable basis for our opinion.

In our opinion, the statements of financial condition referred to above present fairly, in all material respects,
the financial position of Monroe Securities, Inc. as of December 31, 2011 and 2010, in conformity with
accounting principles generally accepted in the United States of America.
Monroe Securities, Inc. is a 100% owned subsidiary of Monroe Securities Holdings, Inc.
1
Sl (Dovs | Wl ¥ FWQ b
Salmin, Celona, Wehrle & Flaherty, LLP
January 30, 2012
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Members of the American Institute of Certified Public Accountants



MONROE SECURITIES, INC.

STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

ASSETS

2011
Cash § 502,733
Receivable from Clearing Broker 869,136
Accounts receivable, trade 121,916
Securities in firm account, at fair value 720,189
Other assets 3,152
Property and equipment, net 80,047
Restricted deposits 100,000
Goodwill 4,783,873
Total assets $ 7,181,046
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:

Accounts payable and other liabilities
Securities sold but not yet purchased, at fair value
Deferred lease incentive

Total liabilities

Shareholders' equity:
Common stock, par value $.02 per share; authorized
1,000,000 shares; issued and outstanding 383,888 shares

Capital in excess of par value
Retained deficit

Total shareholders' equity

Total liabilities and shareholders' equity

$ 184,645
41,738
56,255

282,638

7,678
8,800,600

(1,909,870)
6,898,408

$ 7181046

See accompanying notes to statements of financial condition

2

2010

$ 110,897
787,073
5,002
905,514
5,349
103,709
100,000
4,783,873

$ 6,801,417

§ 151,826
22,691
68,519

243,036

7,678
8,800,600

(2,249,897)
6,558,381

$ 6801417



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

THE COMPANY

Monroe Securities, Inc. (Company) is a securities broker/dealer engaged in the purchase and sale of
securities, which executes transactions and introduces them to a Clearing Broker, a New York Stock
Exchange Member Firm, on a fully disclosed basis. The Company also provides investment banking
services and is a wholly owned subsidiary of Monroe Securities Holdings, Inc.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Receivables - The Company has a receivable that arose from trading activity with its Clearing Broker
and trade receivables that arose from its investment banking services. Losses from uncollectible
receivables shall be accrued when it is probable that a receivable is impaired and the amount of the
loss can be reasonably estimated. As of the date of the financial statements, management believes
that neither of these conditions exists with regard to receivables and, as such, an allowance for
doubtful accounts has not been established.

Securities in Firm Account - Securities in firm account are recorded at fair value in accordance with
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) regarding
fair value measurements and disclosures, and consist primarily of corporate stocks that are transacted
in thinly traded markets.

Property and Equipment - Property and equipment are recorded at cost. Depreciation is computed
using the straight-line method over the estimated useful lives of the assets, which range from 3 to 10
years.

Restricted Deposits - Restricted deposits represent the minimum balances required to be maintained
in a restricted collateral account pursuant to an agreement between the Company and its Clearing
Broker.

Goodwill - Goodwill represents the excess of the cost of the net assets acquired over the fair value of
the net assets at the date of acquisition. Goodwill is not being amortized, but was tested for potential
impairment as of December 31, 2010. This annual testing resulted in no impairment. During 2011,
the Company adopted the provisions of the FASB Accounting Standards Update (ASU) regarding
testing goodwill for impairment. In accordance with the provisions of the ASU, the Company may
perform a “qualitative” assessment annually to determine whether further impairment testing is
necessary. The Company determined that the fair value of its goodwill more likely than not exceeds
the carrying value as of December 31, 2011 and performed no further impairment testing. None of
the amount allocated to goodwill will be amortized for tax purposes.

Income Taxes - The Company has elected to be taxed as a Qualified Subchapter S Subsidiary with its
parent, Monroe Securities Holdings, Inc. Under those provisions, the Company does not pay federal
or state income taxes on its taxable income. The Company’s income will be reported with its parent
and then taxed on the individual income tax returns of the shareholders of Monroe Securities
Holdings, Inc. However, certain states do impose an entity-level tax on the Company.

In accordance with the provisions of the ASC pertaining to accounting for uncertainty in income
taxes, the Company evaluates tax positions taken for potential uncertainties. Management is not
aware of any uncertain tax positions requiring measurement or disclosure in these financial
statements. Federal and state tax authorities generally have the right to examine and audit the
previous three years of tax returns filed.



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

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
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Risks and Uncertainties - Cash is maintained in bank deposit accounts which, at times, may exceed
federally insured limits. The Company has not experienced any losses in such accounts and believes
it is not exposed to any significant credit risk on cash. The Company is also subject to credit risk
through its receivables. Credit risk with respect to its receivable from Clearing Broker is minimized
as certain losses are insured by SIPC and excess SIPC coverage. Credit risk with respect to its trade
receivables is minimized due to the nature of the customer base, which consists of various stable
financial institutions. Investment securities are exposed to various risks, such as interest rate, market
and credit risks. The credit risk is minimized as the investment securities are insured against certain
losses by SIPC and excess SIPC coverage. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment
securities will occur in the near term and such changes could materially affect the amounts reported
in these financial statements.

Account Reclassification - Certain account balances at December 31, 2010 were reclassified to
conform to account classifications used by the Company at December 31,2011. These changes had
no effect on the reported financial position.

FAIR VALUE MEASUREMENT

The Company accounts for its securities in accordance with the ASC regarding fair value
measurements and disclosures. This standard defines fair value, establishes a framework for
measuring fair value and establishes a fair value hierarchy which prioritizes the inputs to valuation
techniques. Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. A fair value
measurement assumes that the transaction to sell the asset or transfer the liability occurs in the
principal market for the asset or liability or, in the absence of a principal market, the most
advantageous market. Valuation techniques that are consistent with the market, income or cost
approach, as specified by the standard, are used to measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into
three broad levels:

e Level 1: Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Company has the ability to access.

e Level 2: Inputs to the valuation methodology include quoted prices for similar assets or
liabilities in active markets, the use of financial models, quoted prices for identical or
similar assets or liabilities in inactive markets, 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. If the asset or
liability has a specified (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

e Level 3: Inputs to the valuation methodology are unobservable and significant to the fair
value measurement and include situations where there is little, if any, market activity for
the asset or liability.



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

FAIR VALUE MEASUREMENT, Continued

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the
lowest level of any input that is significant to the fair value measurement. Valuation techniques used
need to maximize the use of observable inputs and minimize the use of unobservable inputs.

Securities that are listed on a national securities exchange are valued at their last sales price as of the
last business day of the period. Long securities traded in the over-the-counter markets are generally
valued at the published closing bid price. Short securities traded in the over-the-counter markets are
generally valued at the published closing offer price.

For securities where there is no readily ascertainable fair value, reference is made to public market,
private transactions or valuations for the securities as well as for similar securities of comparable
companies or assets in the relevant asset class when such amounts are available. If such amounts are
not available, metrics that are widely used in the banking industry are applied and often include
multiples of book value and multiples of earnings. Those estimated values do not necessarily
represent the amounts that may be ultimately realized due to the occurrence of future circumstances
that cannot be reasonably determined.

The following table presents the Company’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2011.

Level 1 Level 2 Level 3 Total
Assets:
Securities in firm account $§ 665621 § 54568 $ - § 720,189
Liabilities:
Securities sold but not yet purchased $__ 41,738 § - $ - § 41,738

The following table presents the Company’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2010.

Level 1 Level 2 Level 3 Total
Assets:
Securities in firm account $ 865753 § 39761 § - 905,514
Liabilities:
Securities sold but not yet purchased $§ 20810 §$§ 1881 § - § 22691
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MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

PROPERTY AND EQUIPMENT

Property and equipment consists of the following at December 31:

2011 2010
Computer equipment, furniture and fixtures $ 197,507 $ 193,562
Software 37,488 37,488
Leasehold improvements 72,715 72,715

307,710 303,765
Less: Accumulated depreciation 227.663 200,056

$ 80,047 $ 103,709
NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15c3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December
31, 2011, the Company had net capital of $1,700,773, which was $700,773 in excess of its required
net capital of $1,000,000, and a ratio of aggregate indebtedness to net capital of .1416 to 1.

EMPLOYEE BENEFITS

The Company maintains a SIMPLE-IRA Plan for its employees. Employees may defer a percentage
of their compensation up to certain IRS limits. The Company’s contribution to the plan is up to 3%
of each participant’s compensation.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET CREDIT RISK

As discussed in Note 1, the Company executes transactions and introduces them to a Clearing Broker
on a fully disclosed basis. The Company’s exposure to credit risk pursuant to securities transactions
can be directly impacted by volatile trading markets. The Company’s policy is to monitor its market
exposure risk.

COMMITMENTS

The Company has a lease agreement for its office in Chicago, Illinois. The lease agreement began on
January 1, 2007, entitled the Company to an abatement of rent for the first ten months, expires on
July 31, 2016, and requires the Company to make the following annual base rental payments over the
next five years:

2012 $81,752
2013 $83,961
2014 $86,171
2015 $88,380
2016 $52,844



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

COMMITMENTS, Continued

The abated rent has been recorded as deferred lease incentive and had a total value of $117,580,
which will offset rent expense over the term of the lease on a straight-line basis. The lease
agreement also requires the Company to make additional rental payments equal to their share of the
common area and property tax costs on a monthly basis. As of January 1, 2012, the additional
monthly rental payment totaled $5,657 and the letter of credit security deposit requirement was
$85,000.

The Company also leases several other satellite offices. These lease agreements have terms of one
year or less, or month-to-month.

Monroe Securities Holdings, Inc. (MSHI) has two notes payable to the shareholders of MSHI as of
December 31, 2011. One note requires 56 monthly principal payments of $8,458 plus interest at the
prime rate plus .5% effective July 2011. The other note requires 60 monthly principal payments of
$25,474 plus interest at the prime rate plus .5% effective January 2012. Cash disbursements from
the Company to MSHI via dividends paid will be a source of funds to meet the debt service
requirements. The outstanding balance of these notes payable on the books of MSHI totaled
$1,959,793 as of December 31, 2011.

The Company does not guarantee the notes payable nor has it pledged any assets. However, MSHI
has guaranteed personal debt of the shareholders in the amount of $1,959,793 as of December 31,
2011.

The prime rate was 3.25% at December 31, 2011.
SUBSEQUENT EVENTS

Management has evaluated subsequent events through the date of the auditors’ report, which is the
date the financials statements were available for issue.



MONROE SECURITIES, INC.

Statements of Financial Condition
December 31, 2011 and 2010
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OATH OR AFFIRMATION

I, Craig Carlino, swear (or affirm) that, to the best of my knowledge and belief the accompanying Statements
of Financial Condition pertaining to the firm of Monroe Securities, Inc., as of December 31, 2011, 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.

C )

LOWE OF: ILLINDIS Sighature
Councty of - CO0oL

AND SWORN TO SEFORE ME CFO

THIS ’“ DAY GW Title

Nﬂhﬁ@f\wﬁ@ QQ},@M OFFICIAL SEAL

MALGORZATA CICHECKI

Notary P?Jblic Notary Public - State of lilinois
My Comenission Expires Dec 4, 2015

This report contains (check all applicable boxes):

[x] (a) Facing Page.

[x] (b) Statements of Financial Condition.

[ ] (c) Statements of Income.

] (d) Statements of Cash Flows.

] (e) Statements of Changes in Shareholders’ Equity.

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

] (g0 Computation of Net Capital.

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

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

] (3) AReconciliation, 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) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the
previous audit.

] (o) Independent Auditors’ Report on Internal Control Required by SEC Rule 17a-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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CERTIFIED PUBLIC ACCOUNTANTS
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders
Monroe Securities, Inc.

We have audited the statements of financial condition of Monroe Securities, Inc. as of December 31 ,2011
and 2010 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These
statements of financial condition are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these statements of financial condition based on our audits.

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 audit to obtain reasonable assurance about
whether the statements of financial condition are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the statements of financial
condition. An audit also includes 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 audits provide a reasonable basis for our opinion.

In our opinion, the statements of financial condition referred to above present fairly, in all material respects,
the financial position of Monroe Securities, Inc. as of December 31, 2011 and 2010, in conformity with
accounting principles generally accepted in the United States of America.

Monroe Securities, Inc. is a 100% owned subsidiary of Monroe Securities Holdings, Inc.

Solhmatns Clmar, W sl & F%Mf{l wh

\
Salmin, Celona, Wehrle & Flaherty, LLP

January 30, 2012

The . Never Underestimate The Value.® P‘/@'I’.’A R 'S

Members of the American Institute of Certified Public Accountants



MONROE SECURITIES, INC.
STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

ASSETS
2011
Cash § 502,733
Receivable from Clearing Broker 869,136
Accounts receivable, trade 121,916
Securities in firm account, at fair value 720,189
Other assets 3,152
Property and equipment, net 80,047
Restricted deposits 100,000
Goodwill 4,783,873
Total assets $ 7,181,046

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities:
Accounts payable and other liabilities § 184,645
Securities sold but not yet purchased, at fair value 41,738
Deferred lease incentive 56,255
Total liabilities 282,638
Shareholders' equity:
Common stock, par value $.02 per share; authorized
1,000,000 shares; issued and outstanding 383,888 shares 7,678
Capital in excess of par value 8,800,600
Retained deficit (1,909,870)
Total shareholders' equity 6,898,408
Total liabilities and shareholders' equity $ 7,181,046

See accompanying notes to statements of financial condition

2

2010

$ 110,897
787,073
5,002
905,514
5,349
103,709
100,000
4,783,873

$ 6801417

$ 151,826
22,691
68,519

243,036

7,678
8,800,600
(2,249,897

6,558,381

$ 6801417



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

THE COMPANY

Monroe Securities, Inc. (Company) is a securities broker/dealer engaged in the purchase and sale of
securities, which executes transactions and introduces them to a Clearing Broker, a New York Stock
Exchange Member Firm, on a fully disclosed basis. The Company also provides investment banking
services and is a wholly owned subsidiary of Monroe Securities Holdings, Inc.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Receivables - The Company has a receivable that arose from trading activity with its Clearing Broker
and trade receivables that arose from its investment banking services. Losses from uncollectible
receivables shall be accrued when it is probable that a receivable is impaired and the amount of the
loss can be reasonably estimated. As of the date of the financial statements, management believes
that neither of these conditions exists with regard to receivables and, as such, an allowance for
doubtful accounts has not been established.

Securities in Firm Account - Securities in firm account are recorded at fair value in accordance with
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) regarding
fair value measurements and disclosures, and consist primarily of corporate stocks that are transacted
in thinly traded markets.

Property and Equipment - Property and equipment are recorded at cost. Depreciation is computed
using the straight-line method over the estimated useful lives of the assets, which range from 3 to 10
years.

Restricted Deposits - Restricted deposits represent the minimum balances required to be maintained
in a restricted collateral account pursuant to an agreement between the Company and its Clearing
Broker.

Goodwill - Goodwill represents the excess of the cost of the net assets acquired over the fair value of
the net assets at the date of acquisition. Goodwill is not being amortized, but was tested for potential
impairment as of December 31, 2010. This annual testing resulted in no impairment. During 2011,
the Company adopted the provisions of the FASB Accounting Standards Update (ASU) regarding
testing goodwill for impairment. In accordance with the provisions of the ASU, the Company may
perform a “qualitative” assessment annually to determine whether further impairment testing is
necessary. The Company determined that the fair value of its goodwill more likely than not exceeds
the carrying value as of December 31, 2011 and performed no further impairment testing. None of
the amount allocated to goodwill will be amortized for tax purposes.

Income Taxes - The Company has elected to be taxed as a Qualified Subchapter S Subsidiary with its
parent, Monroe Securities Holdings, Inc. Under those provisions, the Company does not pay federal
or state income taxes on its taxable income. The Company’s income will be reported with its parent
and then taxed on the individual income tax returns of the shareholders of Monroe Securities
Holdings, Inc. However, certain states do impose an entity-level tax on the Company.

In accordance with the provisions of the ASC pertaining to accounting for uncertainty in income
taxes, the Company evaluates tax positions taken for potential uncertainties. Management is not
aware of any uncertain tax positions requiring measurement or disclosure in these financial
statements. Federal and state tax authorities generally have the right to examine and audit the
previous three years of tax returns filed.



MONROE SECURITIES, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2011 AND 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

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
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Risks and Uncertainties - Cash is maintained in bank deposit accounts which, at times, may exceed
federally insured limits. The Company has not experienced any losses in such accounts and believes
it is not exposed to any significant credit risk on cash. The Company is also subject to credit risk
through its receivables. Credit risk with respect to its receivable from Clearing Broker is minimized
as certain losses are insured by SIPC and excess SIPC coverage. Credit risk with respect to its trade
receivables is minimized due to the nature of the customer base, which consists of various stable
financial institutions. Investment securities are exposed to various risks, such as interest rate, market
and credit risks. The credit risk is minimized as the investment securities are insured against certain
losses by SIPC and excess SIPC coverage. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment
securities will occur in the near term and such changes could materially affect the amounts reported
in these financial statements.

Account Reclassification - Certain account balances at December 31, 2010 were reclassified to
conform to account classifications used by the Company at December 31,2011. These changes had
no effect on the reported financial position.

FAIR VALUE MEASUREMENT

The Company accounts for its securities in accordance with the ASC regarding fair value
measurements and disclosures. This standard defines fair value, establishes a framework for
measuring fair value and establishes a fair value hierarchy which prioritizes the inputs to valuation
techniques. Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. A fair value
measurement assumes that the transaction to sell the asset or transfer the liability occurs in the
principal market for the asset or liability or, in the absence of a principal market, the most
advantageous market. Valuation techniques that are consistent with the market, income or cost
approach, as specified by the standard, are used to measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into
three broad levels:

e Level 1: Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Company has the ability to access.

e Level 2: Inputs to the valuation methodology include quoted prices for similar assets or
liabilities in active markets, the use of financial models, quoted prices for identical or
similar assets or liabilities in inactive markets, 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. If the asset or
liability has a specified (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

e Level 3: Inputs to the valuation methodology are unobservable and significant to the fair
value measurement and include situations where there is little, if any, market activity for
the asset or liability.
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FAIR VALUE MEASUREMENT, Continued

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the
lowest level of any input that is significant to the fair value measurement. Valuation techniques used
need to maximize the use of observable inputs and minimize the use of unobservable inputs.

Securities that are listed on a national securities exchange are valued at their last sales price as of the
last business day of the period. Long securities traded in the over-the-counter markets are generally
valued at the published closing bid price. Short securities traded in the over-the-counter markets are
generally valued at the published closing offer price.

For securities where there is no readily ascertainable fair value, reference is made to public market,
private transactions or valuations for the securities as well as for similar securities of comparable
companies or assets in the relevant asset class when such amounts are available. If such amounts are
not available, metrics that are widely used in the banking industry are applied and often include
multiples of book value and multiples of earnings. Those estimated values do not necessarily
represent the amounts that may be ultimately realized due to the occurrence of future circumstances
that cannot be reasonably determined.

The following table presents the Company’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2011.

Level 1 Level 2 Level 3 Total
Assets:
Securities in firm account $ 665621 $ 54,568 § - $ 720,189
Liabilities:
Securities sold but not yet purchased $ 41,738 § - $ - $ 41738

The following table presents the Company’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2010.

Level 1 Level 2 Level 3 Total
Assets:
Securities in firm account $ 865753 § 39761 $ - § 905514
Liabilities:

Securities sold but not yet purchased $§ 20810 $§ 1881 § - § 22691
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PROPERTY AND EQUIPMENT

Property and equipment consists of the following at December 31:

2011 2010
Computer equipment, furniture and fixtures $ 197,507 $ 193,562
Software 37,488 37,488
Leasehold improvements 72,715 72,715

307,710 303,765
Less: Accumulated depreciation 227,663 200.056

$ 80,047 $ 103,709
NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December
31,2011, the Company had net capital of $1,700,773, which was $700,773 in excess of its required
net capital of $1,000,000, and a ratio of aggregate indebtedness to net capital of .1416 to 1.

EMPLOYEE BENEFITS

The Company maintains a SIMPLE-IRA Plan for its employees. Employees may defer a percentage
of their compensation up to certain IRS limits. The Company’s contribution to the plan is up to 3%
of each participant’s compensation.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET CREDIT RISK

As discussed in Note 1, the Company executes transactions and introduces them to a Clearing Broker
on a fully disclosed basis. The Company’s exposure to credit risk pursuant to securities transactions
can be directly impacted by volatile trading markets. The Company’s policy is to monitor its market
exposure risk.

COMMITMENTS

The Company has a lease agreement for its office in Chicago, Illinois. The lease agreement began on
January 1, 2007, entitled the Company to an abatement of rent for the first ten months, expires on

July 31, 2016, and requires the Company to make the following annual base rental payments over the
next five years:

2012 $81,752
2013 $83,961
2014 $86,171
2015 $88,380
2016 $52,844
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COMMITMENTS, Continued

The abated rent has been recorded as deferred lease incentive and had a total value of $117,580,
which will offset rent expense over the term of the lease on a straight-line basis. The lease
agreement also requires the Company to make additional rental payments equal to their share of the
common area and property tax costs on a monthly basis. As of January 1, 2012, the additional

monthly rental payment totaled $5,657 and the letter of credit security deposit requirement was
$85,000.

The Company also leases several other satellite offices. These lease agreements have terms of one
year or less, or month-to-month.

Monroe Securities Holdings, Inc. (MSHI) has two notes payable to the shareholders of MSHI as of
December 31, 2011. One note requires 56 monthly principal payments of $8,458 plus interest at the
prime rate plus .5% effective July 2011. The other note requires 60 monthly principal payments of
$25,474 plus interest at the prime rate plus .5% effective January 2012. Cash disbursements from
the Company to MSHI via dividends paid will be a source of funds to meet the debt service
requirements. The outstanding balance of these notes payable on the books of MSHI totaled
$1,959,793 as of December 31, 2011.

The Company does not guarantee the notes payable nor has it pledged any assets. However, MSHI
has guaranteed personal debt of the shareholders in the amount of $1,959,793 as of December 31,
2011. .

The prime rate was 3.25% at December 31, 2011.

SUBSEQUENT EVENTS

Management has evaluated subsequent events through the date of the auditors’ report, which is the
date the financials statements were available for issue.



