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OATH OR AFFIRMATION

I, Stan Christensen , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Arbor Advisors, LLC / , a8
of December 31, , 2012, are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

None

JOY HAYA

{ i ME
Nokdry Public COMM. #1869938

of z

. ] . o [ Notary Public - California 2

This report ** contains (check all applicable boxes): z Srayn Mat;eo cO?,:,ft‘;’ma Q
(a) Facing Page. Comm. Expires Oct, 31,.2013

X

Bd (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

X (d) Statement of Changes in Financial Condition.

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

O (® sStatement of Changes in Liabilities Subordinated to Claims of Creditors.

X (g Computation of Net Capital.

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

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

[0 G) 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.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

X () An Oath or Affirmation.

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

[0 (m) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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

3832 SHANNON ROAD
LOS ANGELES, CALIFORNIA 90027
323/669-0545 — Fax 323/669-0575

elizabeth@tractenberg.net
PCAOB # 3621

Report of Independent Auditor

To the Member
Arbor Advisors, LLC
Palo Alto, California

Report on the Financial Statements

I have audited the accompanying statement of financial condition of Arbor Advisors, LLC as of
December 31, 2012 and related statements of income, changes in member’s equity, and changes in
financial condition for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, and the related notes to the financial statements. These financial statements are
the responsibility of Arbor Advisors, LLC’s management.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. I conducted
my audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that I plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Company’s
preparation and fair presentation of the financial statements in order to design 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. Accordingly, I express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.



To the Member
Arbor Advisors, LLC
Page 2

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my
audit opinion.

Opinion

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2012, and the results of its operations and its
changes in financial position for the year ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matter

My audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules I, II and III 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 and Exchange Act of 1934. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the financial statements. The information in Schedules I, I and III has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In my opinion, the information in Schedules I, Il and III is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

Elizabeth Tractenberg, CPA
Los Angeles, CA
February 6, 2013



Arbor Advisors, LLC
Statement of Financial Condition

December 31, 2012
Assets

Cash and equivalent $ 2,340,890
Accounts receivable 50,636
Property and Equipment, at cost, net of accumulated

depreciation of $155,885 9,411
Deposit 27.182

Total Assets 2.428.119

Liabilities and Member's Equity

Liabilities
Accounts payable and accrued liabilities $ 29.194
Total Liabilities 29,194
Member's Equity 2,398.925
Total Liabilities and Member's Equity $ 2,428,119

See accompanying notes to financial statements
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Arbor Advisors, LLC
Statement of Income
For Year Ended December 31, 2012

Revenues
Fees $11,354,500
Interest income 1,303

Other income

Income Tax Provision
Net Income

7.220

Total Revenues 11.363.023
Expenses

Accounting 12,500
Advertising/marketing 2,877
Auto expense 17,724
Business development 245,000
Commissions 10,000
Computer and IT services 35,331
Conferences and seminars 4,368
Depreciation 17,762
Dues and subscriptions 60,364
Insurance 65,289
Office expense 10,007
Printing and production 6,540
Professional fees 77,609
Recruiting fees 7,010
Repairs 14,590
Regulatory fees 41,095
Rent 305,740
Rent and utilities - principal lodging 19,252
Salaries and payroll taxes 1,335,612
Telephone 22,671
Travel and entertainment 108,614
All other expenses 24.909

Total Operating Expenses 2.,444.864

Income Before Tax Provision 8,918,159

12,590

$ 8,905,569

See accompanying notes to financial statements

4



Arbor Advisors, LLC
Statement of Changes in Member's Equity
For Year Ended December 31, 2012

Total
Balance, December 31, 2011 $ 1,491,520
Net Income 8,905,569
Member distributions (7.998.164)
Balance, December 31, 2012 $ 2398925

See accompanying notes to financial statements
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Arbor Advisors, LLC

Statement of Changes in Financial Condition
For Year Ended December 31, 2012

Cash Flows from Operating Activities:
Net income

Depreciation
Changes in operating assets and liabilities:

Accounts receivable
Prepaid expenses

Accounts payable and accrued liabilities

Net cash provided by operating activities

Cash Flows for Investing Activities:

Purchase of furniture and equipment

Cash Flows for Investing Activities

Cash Flows for Financing Activities:

Distribution to members

Cash Flows for Financing Activities

Net increase in cash

Cash - beginning of year

Cash - end of year

Supplemental Cash Flow Information
Cash paid for interest

Cash paid for income tax

$ 8,905,569
17,762

247
5,790

13.412

8.942.780

(10.947)

(10.947)

(7.,998.164)

(7.998.164)

933,669

1,407,221

$ 2340890

s -
$ 13.600

See accompanying notes to financial statements
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Arbor Advisors, LLC
Notes to Financial Statements
December 31, 2012

Note 1 — Organization and Nature of Business

Arbor Advisors, LLC (Company) was formed in the State of California on November 9, 2001. The
Company is a registered broker-dealer with the Securities and Exchange Commission (SEC), the
Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation
(“SIPC”).

Note 2 — Significant Accounting Policies

Basis of Presentation - The Company conducts the following types of business as a securities broker-
dealer, which comprises several classes of services, including:

e Private placements of securities

e Investment banking

Use of Estimates - The preparation of financial statements in conformity with U.S. generally accepted
accounting principles 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.

Revenue Recognition — Investment banking fees are contingent on, and are recognized upon, the
successful completion of a project. Investment banking fees are generated from services related to a
limited number of transactions. Due to the nature of the Company’s business, the size of any one
transaction may be significant to the Company’s operations for the period.

Income Taxes - The Company, with consent of its Member, has elected to be a California Limited
Liability Company. For tax purposes the Company is treated like a partnership, therefore in lieu of
business income taxes, the Member is taxed on the Company’s taxable income. Therefore, no provision
or liability for Federal Income Taxes is included in these financial statements. The State of California
has a similar treatment, although there exists a provision for a gross receipts tax and a minimum
Franchise Tax of $800.

Depreciation — Depreciation is provided on a straight-line basis using estimated useful lives of five to
ten years. Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the term of the lease.

Statement of Changes in Financial Condition - The Company has defined cash equivalents as highly
liquid investments, with original maturities of less than three months that are not held for sale in the
ordinary course of business.



Arbor Advisors, LLC
Notes to Financial Statements
December 31, 2012

Note 3 — Fair Value

FASB ASC 820 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 FASB ASC 820, 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 are quoted prices (unadjusted) in active markets for identical assets or
liabilities the Company has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within level 1) that are
observable for the asset or liability, either directly or indirectly.

e Level 3 are unobservable inputs for the asset or liability and rely on management’s own
assumptions about the assumptions that market participants would use in pricing the asset
or liability. (The unobservable inputs should be developed based on the best information
available in the circumstances and may include the Company’s own data.)

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, 2012.

Fair Value Measurements on a Recurring Basis

As of December 31, 2012
Level 1 Level 2 Level 3 Total
Cash and equivalent $2,340,890 § - $ - $2,340,890

Note 4 - Concentration of Risk

Amounts held in financial institutions occasionally are in excess of the Federal Deposit Insurance
Corporation and Securities Investor protection Corporation limits. The organization deposits its cash in
high quality financial institutions, and management believes the organization is not exposed to
significant credit risk on those amounts



Arbor Advisors, LLC
Notes to Financial Statements
December 31, 2012

Note 5 - Net Capital Requirement

The Company is subject to the SEC 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. Rule 15¢3-1 also provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At December
31, 2012, the Company had net capital of $2,311,696 which was $2,306,696 in excess of its required net
capital of $5,000. The Company’s net capital ratio was .01 to 1.

Note 6 — Income Taxes

The Company is subject to a limited liability company gross receipts tax, with a minimum provision of
$800. For the year ended December 31, 2012, the Company recorded the minimum liability company
income tax of $800 and gross receipts tax of $11,790.

Note 7- Commitments and Contingencies

Commitments
The Company leases office space under a non-cancelable operating lease expiring February 28, 2016.

At December 31, 2012, the future minimum lease payments under the lease agreement were as follows:

2013 § 308,256
2014 314,340
2015 320,424
2016 53,573

$ 996,593

Rent expense for the year ended December 31, 2012 is $305,740.
Note 8 — Exemption from the SEC Rule 15¢3-3

Rule 15¢3-3(k)(2)(i) provides an exemption from the SEC's so-called "customer protection rule" for
firms that: carry no margin accounts; promptly transmit all customer funds and deliver all securities
received in connection with their broker-dealer activities; do not otherwise hold funds or securities for,
or owe money or securities to, customers; and effectuate all financial transactions with customers
through one or more bank accounts designated as "Special Account for the Exclusive Benefit of
Customers" of the Company.



Arbor Advisors, LLC
Notes to Financial Statements
December 31, 2012

Note 9 — Subsequent Events

The management has reviewed the results of operations for the period of time from its year end
December 31, 2012 through February 6, 2013, the date the financial statements were available to be
issued, and have determined that no adjustments are necessary to the amounts reported in the
accompanying combined financial statements nor have any subsequent events occurred, the nature of
which would require disclosure.
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Arbor Advisors, LLC

Schedule I - Computation of Net Capital Requirements Pursuant

To Rule 15¢3-1
December 31, 2012

Computation of Net Capital
Total ownership equity from statement of financial condition
Nonallowable assets:
Accounts receivable
Property and equipment, net of accumulated depreciation
Deposit
Net Capital

Computation of Net Capital Requirements

Minimum net aggregate indebtedness -
6.67% of net aggregate indebtedness

Minimum dollar net capital required

Net Capital required (greater of above amounts)
Excess Capital

Excess net capital at 1000% (net capital less 10% of
aggregate indebtedness)

Computation of Aggregate Indebtedness
Total liabilities

Aggregate indebtedness to net capital

Reconciliation
The following is a reconciliation of the above net capital computation with the

Company's corresponding unaudited computation pursuant to Rule 179-5(d)(4):

Net Capital Per Company's Computation
Variance -

Additional accrued expenses
Net Capital Per Audited Report

See accompanying notes to financial statements
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$ 50,636
9,411
27,182

$ 2,398,925

(87,229)

$ 1947
$ 5.000

$ 2311696

$ 5,000
$ 2.306,696

$ 2.308.776

$ 29,194
0.01

$ 2,327,050

(15.354)
$ 2311.696



Arbor Advisors, LL.C
Schedule II — Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
As of December 31,2012

A computation of reserve requirement is not applicable to Arbor Advisors, LLC as the Company
qualifies for exemption under Rule 15¢3-3 (k) (2) (i).

12



Arbor Advisors, LLC
Schedule III — Information Relating to Possession or Control
Requirements under Rule 15¢3-3
As of December 31, 2012

Information relating to possession or control requirements is not applicable to Arbor Advisors, LLC as
the Company qualifies for exemption under Rule 15¢3-3 (k) (2) (i).

13



Elizabeth Tractenberg, CPA

3832 SHANNON ROAD
LOS ANGELES, CALIFORNIA 90027
323/669-0545 — Fax 323/669-0575

elizabeth@tractenberg.net
PCAOB # 3621

Part1I
Report on Internal Control Required by SEC Rule 17a-5(g)(1) for a
Broker-Dealer Claiming an Exemption from SEC Rule 15¢3-3

To the Member
Arbor Advisors, LLC
Palo Alto, California

In planning and performing my audit of the financial statements of Arbor Advisors, LLC (the
Company), as of and for the year ended December 31, 2012, in accordance with auditing standards
generally accepted in the United States of America, I considered the Company’s internal control over
financial reporting (internal control) as a basis for designing my auditing procedures for the purpose of
expressing my opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control. Accordingly, I 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), I have made
a study of the practices and procedures followed by the Company including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that I
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, |
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 previously 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 that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of

14



To the Member
Arbor Advisors, LLC
Page 2

financial statements 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 control deficiency 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
misstatements on a timely basis. A significant deficiency is a deficiency, or a 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 Company’s financial statements will not be
prevented or detected and corrected on a timely basis.

My 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. I did not identify any deficiencies in internal control and control activities for safeguarding
securities that I consider to be material weaknesses, as defined previously.

I 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 my study, I believe that the Company's practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2012 to meet the SEC's
objectives.

This report is intended solely for the information and use of the Member, management, the SEC, and
FINRA, 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.

Elizabeth Tractenberg, CPA
Los Angeles, California
February 6, 2013
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Elizabeth Tractenberg, CPA

3832 SHANNON ROAD
LOS ANGELES, CALIFORNIA 90027
323/669-0545 — Fax 323/669-0575

elizabeth@tractenberg.net
PCAOB # 3621

Part III
SIPC Supplemental Report Pursuant to SEC Rule 17a-5(¢)(4)

To the Member
Arbor Advisors, LLC
Palo Alto, California

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, I have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments
[General Assessment Reconciliation (“Form SIPC-7")] to the Securities Investor Protection Corporation
(SIPC) for the year ended December 31, 2012, which were agreed to by Arbor Advisors, LLC and the
Securities and Exchange Commission, Financial Industry Regulatory Authority, Inc. and SIPC solely to
assist you and the other specified parties in evaluating Arbor Advisors, LLC’s compliance with the
applicable instructions of the General Assessment Reconciliation (Form SIPC-7). Arbor Advisors,
LLC’s management is responsible for Arbor Advisors, LLC’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, I 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 I performed and my findings are as
follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement
records entries, noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31,
2012, as applicable, with the amounts reported in Form SIPC-7 for the year ended December 31,
2012, noting no differences;

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

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 in the related
schedules and working papers supporting the adjustments, noting no differences; and

5. 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.

16



To the Member
Arbor Advisors, LLC
Page 2

I was not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, I do not express such an opinion. Had I
performed additional procedures, other matters might have come to my 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.

Elizabeth Tractenberg, CPA
Los Angeles, California
February 6, 2013
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Arbor Advisors, LLC
1950 University Ave., Suite 204
East Palo Alto CA 94304

February 6, 2013

Elizabeth Tractenberg, CPA
3832 Shannon Road
Los Angeles, CA 90027-1442

General Representation Letter
Dear Ms. Tractenberg:

We are providing this letter in connection with your audit of the statement of financial
condition and the related statements of income, cash flows, and changes in member’s
equity, changes in liabilities subordinated to claims of general creditors, and cash flows
of Arbor Advisors, LLC (the Company) as of December 31, 2012 and for the year then
ended for the purpose of expressing an opinion as to whether the financial statements
present fairly, in all material respects, the financial position, results of operations, and
cash flows of the Company in conformity with accounting principles generally accepted
in the United States of America. We confirm that we are responsible for the fair
presentation in the financial statements of financial condition, results of operations, and
cash flows in conformity with generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters that are
material. Items are considered material, regardless of size, if they involve an omission or
misstatement of accounting information that, in the light of surrounding circumstances,
makes it probably that the judgment of a reasonable person relying on the information
would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of February 6, 2013, the
following representations made to you during your audit.

1. The financial statements referred to above are fairly presented in conformity
with accounting principles generally accepted in the United States of America
and include all disclosures necessary for such fair presentation otherwise
required to be included by the laws and regulations to which the Company is
subject.

2. We have made available to you all of the following:
a. Financial records and related data.

b. Minutes of the meetings of stockholders, directors, and committees
of directors, or summaries of actions of recent meetings for which
minutes have not yet been prepared. The most recent meetings held
were NONE

(enter date here)




Elizabeth Tractenberg, CPA
Page Two

3. There have been no communications from regulatory agencies concerning
noncompliance with, or deficiencies in, financial reporting practices other than the
correspondence that you have shared with me.

4. There are no material transactions that have not been properly recorded in the
accounting records underlying the financial statements.

5. We believe the effects of uncorrected financial statement misstatements
summarized in the attached schedule are immaterial both individually and in the
aggregate, to the financial statements taken as a whole.

6. We acknowledge our responsibility for the design and implementation of
programs and controls to prevent and detect fraud.

7. We have not knowledge of any fraud or suspected fraud affecting the
Company involving

a. management,

b. employees who have significant roles in internal control, or

c. others where the fraud could have a material effect on the financial
statements.

8. We have no knowledge of any allegations of fraud or suspected fraud affecting
the Company received in communications from employees, former employees,
analysts, regulators, short sellers, or others.

9. The Company has no plans or intentions that may materially affect the
carrying value or classification of assets and liabilities.

10. The following have been properly recorded or disclosed in the financial
statements:

a. Related party transactions, including sales, purchases, loans, transfers,
leasing arrangements, and guarantees and amounts receivable from or
payable to related parties.

b. Guarantees, whether written or oral, under which the company is
contingently liable.

c. Significant estimates and material concentrations known to management
that are required to be disclosed in accordance with Financial Accounting
Standards Board (FASB) Accounting Standards Codification (ASC) 275.
d. Arrangements with financial institutions involving compensating
balance arrangements involving restrictions on cash balances and lines of
credit, or similar arrangements.



Elizabeth Tractenberg, CPA
Page Three

e. The following information about financial instruments with off-balance-
sheet risk and financial instruments with concentrations of credit risk:
(1) the extent, nature, and terms of financial instruments with off-
balance-sheet risk
(2) the amount of credit risk of financial instruments with off-balance-
sheet risk and information about the collateral supporting such
financial instruments
(3) Significant concentrations of credit risk arising from all financial
instruments and information about the collateral supporting such
financial instruments.

f. Agreements to repurchase assets previously sold or resell assets
previously purchased.

11. There are no:

a. Violations or possible violations of laws or regulations whose effect
should be considered for disclosure in the financial statements or as a basis
for recording a loss contingency.

b. Unasserted claims or assessments that our lawyer has advised us are
probable of assertion and must be disclosed in accordance with FASB
ASC 450, Contingencies.

c. Other liabilities or gain or loss contingencies that are required to be
accrued or disclosed by FASB ASC 450.

12. The Company has satisfactory title to all owned assets, and there are no liens
or encumbrances on such assets nor has any asset been pledged as collateral,
except as disclosed in the financial statements.

13. The Company has complied with all aspects of contractual agreements that
would have a material effect on the financial statements in the event of
noncompliance.

14. Customers’ debit balances, brokers’ debit balances, and other accounts
receivable are valid receivables. In our opinion, an adequate reserve has been
established to cover any losses that may be incurred upon collection.

15. Provision has been made for any material loss to be sustained in the
fulfillment of or from the inability to fulfill any purchase or sales commitments.

16. There are no securities or investments not readily marketable owned by the
Company or borrowed under subordination agreements except as disclosed in the
financial statements or notes thereto or as follows.

It is understood that the term “securities and investments no readily marketable”
includes but is not limited to the following:
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a. Securities for which there is no market on a securities exchange or
independent publicly quoted market

b. Securities that cannot be publicly offered or sold unless registration
has been effected under the Securities Act of 1933 (or the conditions
of an exemption such as Regulation A under Section 3(B) of such act
have been complied with), that is, restricted stock

c. Securities and investments that cannot be offered or sold because of
other arrangements, restrictions, or conditions applicable to the
securities and investments or to the Company (that is, control stock)

17. The methods and significant assumptions used to determine fair values of
financial instruments, including derivative product transactions, are as follows:
Not Applicable

18. In addition, the Company at December 31, 2012, had

a. recorded all securities exchange memberships on the books.

b. properly recorded all participation in joint accounts carried by others.

c. No material unrecorded assets or contingent assets, such as claims
relating to buy-ins, unfulfilled contracts, and so forth, whose value
depends on the fulfillment of conditions regarded as uncertain.

d. no open contractual commitments other than those appearing on the
memo books and records; for example, when-distributed and delayed
delivery contracts, underwritings and when-issued contracts,
endorsements of puts and calls, and commitments in foreign currencies
and spot (cash) commodity contracts.

e. established a reserve for dividends and transfer items and security
differences that is adequate to cover any anticipated losses in
connection with the short securities that may have to be covered or
claims arising from the liquidation of long securities.

f  no borrowings or claims unconditionally subordinated to all claims or
general creditors pursuant to a written agreement except as disclosed
in the financial statements or notes thereto.

19. All liabilities subordinated to the claims of general creditors are covered by
satisfactory subordination agreements under 17 CFR 240.15¢3-1 (The Net Capital
Rule) and approved by FINRA.

20. In accordance with FASB ASC 820, Fair Value Measurements and
Disclosures, the Company has categorized its financial instruments, based on the
priority of inputs to the valuation technique, into a three-level fair value hierarchy.
The fair value gives the highest priority to quoted prices in active markets for
identical assets or liabilities (Ievel 1) and the lowest priority to unobservable
inputs (level 3). If the inputs used to measure the financial instruments 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 instrument.
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21. The Company has assessed the impact of FASB ASC 740, Income Taxes, and
has determined that no material liability is required to be recorded.

22. Note __to the financial statements discloses all of the facts of which we are
aware that are relevant to the Company’s ability to continue as a going concern.
Not applicable

23. Risks associated with concentrations, based on information known to
management, that meet all of the following criteria have been disclosed in the
financial statements.

a.
b.

The concentration exists at the date of the financial statements.
The concentration makes the enterprise vulnerable to the risk of a
near-term severe impact.

It is at least reasonably possible that the events that could cause the
severe impact will occur in the near term.

24. There are no capital withdrawals anticipated within the next six months other
than as disclosed in the financial statements or notes thereto except as follows:
Not applicable

25. There are no significant deficiencies or material weaknesses or material
inadequacies at December 31, 2012, or during the period January 1, 2013 to the
date of the auditor’s report, in internal control over financial reporting and control
activities for safeguarding securities, and the practices and procedures followed in

a.

making the periodic computations of aggregate indebtedness or
(aggregate debits) and net capital as defined in accordance with the
Net Capital Rule and the customer reserve computations required by
paragraph (e) of 17 CFR 240.15¢3-3(e) (The Customer Protection
Rule).

making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by 17 CFR
240.17a-13. ,

complying with the requirement for prompt payment for securities
under Federal Reserve Regulation T of the Board of Governors of the
Federal Reserve System. '

obtaining and maintaining physical possession or control of all fully
paid and excess-margin securities of customers as required by The
Customer Protection Rule.

making periodic computations of the minimum financial requirements
pursuant to Regulation 1.17 of the Commodity Exchange Act.

making daily computations of the segregation requirements of Section
4d(2) (and Regulation 30) of the Commodity Exchange Act and the
regulations thereunder, and the segregation of funds based upon such
computations.
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26. Net capital computations, prepared by the Company during the period from
January 1, 2013 through the date of the auditor’s report, indicated that the
Company was in compliance with the requirements of The Net Capital Rule (and
applicable exchange requirements) at all times during the period. Customer
reserve computations pursuant to the Customer Protection Rule during the period
did not reveal any deposit requirements that were not made on a timely basis.

27. There was no computation of segregation requirements under the Commodity
Exchange Act that indicated an insufficiency in segregation during the period
from January 1, 2013 through the date of the auditor’s report.

28. The Company has appropriately reconciled its books and records underlying
the financial statements to their related supporting information. All related
reconciling items considered to be material were identified and included on the
reconciliations and were appropriately adjusted in the financial statements. There
were no material unreconciled differences or general ledger suspense account
items that should have been adjusted or reclassified to another account. All
intracompany and intercompany accounts have been eliminated or appropriately
measured and considered for disclosure in the financial statements.

29. Foreign and domestic operating subsidiaries of the Company which are
subject to local securities and capital adequacy requirements were in compliance
with such regulations and requirements at December 31, 2012, and for the year
then ended.

30. All borrowings and financial obligations of the Company of which we are
aware are included in the financial statements at December 31, 2012, as
appropriate. We have fully disclosed to you all borrowing arrangements of which
we are aware.

To the best of our knowledge and belief, no events have occurred subsequent to the
statement of financial condition date and through the date of this letter that would require

adjustment to 23 in the aforementioned financial statements.

an Christensen




