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INDEPENDENT AUDITORS' REPORT

Board of Governors
FG Advisors, LLC
New York, New York

Report on the Financial Statements

We have audited the accompanying statements of financial condition of FG Advisors, LLC (a limited liability
company) as of December 31, 2012 and 2011, and the related statements of operations, member's equity and
cash flows for the years then ended that are filed pursuant to Rule 17a-5 under the Securities Exchange Act of
1934, and the related notes to the financial statements.

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,
impiementation, 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements 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 audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit invoives performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' 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, we
express no such opinion. An audit aiso 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.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of FG Advisors, LLC as of December 31, 2012 and 2011 and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States
of America.

Report on Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole. The
information contained in Schedule | is presented for purposes of additional analysis and is not a required part of
the financial statements, but is supplementary information required by Rule 17a-5 under the Securities 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
Schedule 1 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 our opinion, the information in Schedule | is fairly stated in all material respects in relation to the
financial statements as a whole.

@GJ'—"—/ _T—% \/\ld,\w K\(o»_o_n.‘ LLP

Minneapolis, Minnesota
February 25, 2013
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FG ADVISORS, LLC
(A Limited Liability Company)

STATEMENTS OF FINANCIAL CONDITION
As of December 31, 2012 and 2011

ASSETS
2012 2011

Cash $ 517,275 $ 1,056,747
Commissions receivable 447,222 251,250
Other assets 14,102 210
TOTAL ASSETS $ 078500 §.1.308207

LIABILITIES AND MEMBER'S EQUITY
LIABILITIES

Accounts payable $ 12674 $ 13,136

Related party payable 43,246 46,207

Accrued bonus 316,115 581,431

Total Liabilities 372,035 640.774
MEMBER'S EQUITY 606,564 667,433
TOTAL LIABILITIES AND MEMBER'S EQUITY $ 978599 § 1,308,207

See accompanying notes to financial statements.
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FG ADVISORS, LLC
(A Limited Liability Company)

STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2012 and 2011

2012 2011
REVENUES
Fees $ 2,286,512 $ 2,644,188
Other income - 500
Total Revenues 2,286,512 2,644 688
OPERATING EXPENSES 1,640,469 1,473,590
NET INCOME $§ 646043 $ 1,171,098

See accompanying notes to financial statements.
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FG ADVISORS, LLC
(A Limited Liability Company)

STATEMENTS OF MEMBER'S EQUITY
For the Years Ended December 31, 2012 and 2011

BALANCE - DECEMBER 31, 2010 $ 246,335
Distributions to member (750,000)

Net income 1,171,098
BALANCE - DECEMBER 31, 2011 667,433
Distributions to member (706,912)
Net income 646,043
BALANCE - DECEMBER 31, 2012 $§ 606564

See accompanying notes to financial statements.
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FG ADVISORS, LLC
(A Limited Liability Company)

STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2012 and 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash flows from
operating activities:

Changes in operating assets and liabilities:
Commissions receivable
Other assets
Accounts payable
Related party payable
Accrued bonus

Net Cash Flows from Operating Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to member
Net Cash Flows from Financing Activities
Net Change in Cash
CASH - Beginning of Year

CASH - END OF Year

2012 2011
$ 646,043 $ 1,171,098
(195,972) (94,310)
(13,892) 290
(462) 9,836
(2,.961) (73,324)
(265,316) 231,431
167,440 1,245,021

(706.912) (750,000)
(706,912) (750.000)

(539,472)

1,056,747

495,021

561,726

$ 617275 §$ 1.066.747

See accompanying notes to financial statements.
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FG ADVISORS, LLC
(A Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
As of and for the Years Ended December 31, 2012 and 2011

NOTE 1 - Summary of Significant Accounti:g Policies

Nature of Business

FG Advisors, LLC (the Company) was formed in 2008 to provide investment banking advisory services to
institutional clients in the specialty finance industry. The Company provides merger and acquisition,
restructuring, loan sale advisory, buyside advisory, valuation advisory, and debt and equity capital raising
services to its clients. The Company was approved as a broker-dealer on November 13, 2008.

The Company is exempt from the provisions of rule 15¢3-3 (pursuant to paragraph (k)(2)(i) of such rule)
under the Securities Exchange Act of 1934, as the Company is an introducing broker/dealer which promptly
transmits all funds and delivers all securities received in connection with its activities as a broker/dealer,
and does not hold funds or securities for, or owe money or securities to, customers. Because of such
exemptions, the Company is not required to prepare a determination of reserve requirements and
possession or control requirements of rule 15¢3-3.

Cash

The Company maintains its cash in financial institutions. The balances, at times, may exceed federally
insured limits.

Commissions Receivable

Commissions receivable are unsecured and no allowance for doubtful accounts is considered necessary at
December 31, 2012 and 2011.

Revenue Recognition

Revenue associated with or without securities transactions related to the Company’s clients is earned in
three forms: (i) retainer revenue; (ii) success fee revenue and (jii) consulting revenue. Success fee
revenue is recorded as transactions close. Retainer revenue is recorded as earned. Consulting fee
revenue is recorded as earned.

Advertising Costs

Advertising costs are charged to expense as incurred. Advertising expense was $0 and $310 for the years
ended December 31, 2012 and 2011.

Management's 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.

Income Taxes
The Company is a single member limited liability company classified as a “disregarded entity” for income
tax purposes. Accordingly, these financial statements do not include any provision or liability for income

taxes since the income and expenses are reported on the individual income tax returns of the sole member
and the applicable income taxes, if any, are paid by the member.
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FG ADVISORS, LLC
(A Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
As of and for the Years Ended December 31, 2012 and 2011

NOTE 1 - Summary of Significant Accounting Policies (cont.)

With few exceptions, the Company is no longer subject to U.S. federal, state or local income tax
examinations by tax authorities for the years before 2009. The Company is not currently under examination
by any taxing jurisdiction. In the event of any future tax assessments, the Company has elected to record
the income taxes and any related interest and penalties as income tax expense on the Company's
statements of operations. The Company has an unincorporated business tax for New York City. Tax
expense for the years ended December 31, 2012 and 2011 was $80,290 and $0, and is presented in
operating expenses on the statements of operations. A tax overpayment of $10,000 and $0 was included in
other assets on the statements of financial condition as of December 31, 2012 and 2011.

NOTE 2 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital 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 16to 1. At December 31, 2012 and 2011,
the Company had net capital of $461,355 and $997,404 which was $456,355 and $992,404 in excess of its
required net capital of $5,000 and $5,000. The Company's ratio of aggregate indebtedness to net capital
ratio was 0.12 to 1 at December 31, 2012 and 0.06 to 1 at December 31, 2011.

In the Company's December 31, 2012 FOCUS filing, the Company reported net capital of $463,658, which
is $2,303 higher than the $461,355 calculated above. The difference is due to an audit adjustment for a
December 2012 invoice that was not received by the Company until after the FOCUS report was filed. No
differences existed between the net capital calculated above and the net capital computed and reported in
the Company's December 31, 2011 FOCUS filing. Per Rule 15¢3-3 of the Securities and Exchange
Commission Uniform Net Capital Rule, the Company is exempt under the (k)(2)(i) exemption.

NOTE 3 - Related Party Transactions

The Company has an arrangement with FG Companies, LLC, a company the member has ownership in,
who invoices the Company on a monthly basis for payroll and benefits costs on an arm’s length basis. Such
expenses incurred by the Company were $682,298 and $703,412 for the years ended December 31, 2012
and 2011. There was an outstanding payable to FG Companies of $43,246 and $46,207 at December 31,
2012 and 2011.

In addition, the Company accrues employee bonuses at year end related to services performed by the
employee during the year. Subsequent to year end, FG Companies invoices the Company for payment of
these bonuses to employees thus creating a related party transaction. The amount paid to FG Companies
related to the employee bonuses expensed and accrued was $1,101,431 and $350,000 during the years
ended December 31, 2012 and 2011.

NOTE 4 — Member's Equity

On June 30, 2011, the Company (as part of a broader restructuring of FG Companies, LLC) performed the
following restructuring:

- All existing units of the Company (formerly 100% held by FG Companies, LL.C) were exchanged for

Class B Units (100% held by FG Companies, LLC) and Class A Units (100% held by Daniei J.
Pillemer)
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FG ADVISORS, LLC
(A Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
As of and for the Years Ended December 31, 2012 and 2011

NOTE 4 — Member's Equity (cont.)

- In summary, the Class B Units had the following rights: (i) complete governance control over the
Company; and (ii) entitiement to the first $750,000 of distributions to be made by the Company; and

- Once the Class B Units received $750,000 of distributions, such Class B Units would be to be fully
redeemed, and the Class B Unitholder (FG Companies, LLC) would cease to be a member of the
Company.

On December 30, 2011, the Company made a $750,000 distribution to the Class B Units, thereby
redeeming all Class B Units. As a result, the 100% sole member and interest holder as of December 31,

2011 is Daniel J. Pillemer.

NOTE 5 - Concentrations

The Company had revenues from two customers that accounted for approximately 92% of total revenues
for the year ended December 31, 2012. One of the Company's customers accounted for 94% of the
accounts receivable outstanding at December 31, 2012. The Company had revenues from three customers
that accounted for approximately 80% of total revenues for the year ended December 31, 2011. Two of
the Company's customers accounted for 100% of the accounts receivable outstanding at December 31,
2011.

NOTE 6 - Expenses

The Company had total operating expenses of $1,640,469 and $1,473,590 for the years ended December
31, 2012 and 2011, the largest component were personnel related, and included employee payroll,
employee benefits and discretionary incentive bonus. Personnel related expenses represented
approximately 86% and 87% of total expenses for the years ended December 31, 2012 and 2011.

A large component of personnel expenses is the variable bonus expense, which is payable at the complete
discretion of the Company’s sole member and determined based on the overall performance of the
Company. The Company recorded discretionary bonus expense of $836,115 for the year ended
December 31, 2012, of which $520,000 was paid in December 2012. As of December 31, 2012, the
discretionary bonus payable was $316,115. For the year ended December 31, 2011, the Company
recorded discretionary bonus expense of $581,431. As of December 31, 2011, the discretionary bonus
payable was $581,431.

NOTE 7 - Subsequent Events

The Company did not have any subsequent events through February 25, 2013, which is the date the
financial statements were available to be issued, for events requiring recording and disclosure in the
Company's financial statements.
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FG ADVISORS, LLC
(A Limited Liability Company)

SCHEDULE | - COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS UNDER RULE 15C3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2012

COMPUTATION OF NET CAPITAL

Members' equity $ 606,564
Add-back of discretionary bonus payable 316,115
Non-allowable assets: (461,324)
Net capital before haircuts on securities positions 461,355

Haircuts on securities positions -

Net capital $ 461,355

COMPUTATION OF AGGREGATE INDEBTEDNESS

Total aggregate indebtedness $ 55920

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital requirement $ 5000
Excess net capital at 1,500 percent $ 456,355
Excess net capital at 1,000 percent $ 455355
Ratio: Aggregate indebtedness to net capital 012110

RECONCILIATION WITH COMPANY'S COMPUTATION

Net capital, as reported in the Company’s Part 1| FOCUS Report, Form X-17A-5 as of

December 31, 2011 $ 463,658
Net audit adjustments {2,303)
Net capital per above $ 461,355
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INDEPENDENT AUDITORS' SUPPLEMENTARY REPORT
ON INTERNAL ACCOUNTING CONTROL

Board of Governors
FG Advisors, LLC
New York, New York

In planning and performing our audit of the financial statements of FG 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, we considered the Company's internal control over financial reporting (internal control) as a
basis for designing our auditing procedures for the purpose of expressing an 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. This 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 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 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.
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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 company’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.
However, we identified a certain deficiency in internal control that we consider to be a significant deficiency.
There is a lack of segregation of duties in the accounting department. Additionally, there are no controls in place
to compensate for the lack of segregation of duties. Without appropriate segregation of duties, or compensating
controls within the accounting department, it is possible the Company may not be able to successfully prevent an
error or misstatement from occurring. We communicated this in writing to management and the Board of
Governors on February 25, 2013.

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 December 31, 2012, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Governors, 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.

“Bader Tty Vi Kvowes, LLP

Minneapolis, Minnesota
February 25, 2013
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