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OATH OR AFFIRMATION

Stephanie Hawley swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Headwaters BD LLC
as

of December 31 20 13 are true and correct 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 customer except as follows
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Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3- and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

LXI An Oath or Affirmation

LXI copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit
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Controller Vice President Finance
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INDEPENDENT AUDITORS REPORT

Managing Member
Headwaters BD LLC

Denver Colorado

We have audited the accompanying financial statement of Headwaters BD LLC which is comprised

of the statement of financial condition as of December 31 2013 and the related notes to the financial

statement

MANAGEMENTS RESPONSIBILITY FOR THE FINANCIAL STATEMENT

Management is responsible for the preparation and fair presentation of the financial statement 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 the financial statement that are free from material misstatement whether due to

fraud or error

AUDITORS RESPONSIBILITY

Our responsibility is to express an opinion on the financial statement based on our audit We
conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statement is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or

error In making those risk assessments the auditors consider internal control relevant to the entitys

preparation and fair presentation of the financial statement 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 entitys internal control Accordingly we 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 statement
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Managing Member

Headwaters BD LLC

Page Two

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for

our audit opinion

OPINION

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Headwaters BD LLC as of December 31 2013 in accordance with

accounting principles generally accepted in the United States of America

K-HLLII

EKSFI LLLP

February 17 2014

Denver Colorado



HEAD WATERS BD LLC

Statement of Financial Condition

December 31 2013

Assets

Current assets

Cash and cash equivalents 928212

Advisory and other fees receivable net 380954

Other receivable 218967

Prepaid expenses 53715

Total current assets 1581848

Property and equipment net 209358

Deposits and other 124.084

Total assets 1.915.290

Liabilities and Members Equity

Current liabilities

Accounts payable and accrued expenses 754999

Current portion of deferred rent obligation 13.140

Total current liabilities 768139

Deferred rent obligation net of current portion 267.544

Total liabilities 1035683

Commitments and contingencies

Members equity 879.607

Total liabilities and members equity 1.915.290

See notes to financial statements
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HEAD WATERS BD LLC

Notes to Financial Statement

Note Description of Business and Summary of Si2nificant Accountin2 Policies

Organization

Headwaters BD LLC the Company was formed in December 2005 as Delaware limited liability

company and began operations January 2006 The Company headquartered in Denver Colorado is

licensed as broker-dealer with the SEC and is registered member of the Financial Industry

Regulatory Authority The Company offers its clients variety of investment banking services

including mergers and acquisitions capital raising and financial advisory services The Company is

engaged in single line of business as securities broker-dealer The Company is exempt from Rule

5c3-3 under Subsection and does not hold nor does it plan to hold any customers securities or

funds Under this exemption Computation for Determination of Reserve Requirements and

Information Relating to Possession or Control Requirements are not required

The Company is wholly owned subsidiary of Headwaters MB LLC the Parent Accordingly this

affiliation should be taken into consideration in reviewing the accompanying financial statement The

operating results could vary from those that would have been obtained had the Company operated

independently

Cash and Cash Equivalents

The Company reports all highly liquid short-term investments purchased with original maturities of

three months or less as cash equivalents As of the balance sheet date and periodically throughout the

year the Company has maintained balances in various operating accounts in excess of federally

insured limits At December 31 2013 the amount in excess of federally insured limits was

approximately $715000

Concentrations of Credit Risk

The Company grants credit in the normal course of business to customers The Company assesses the

financial condition of its customers to reduce credit risk

Fair Value of Financial Instruments

The carrying amounts of financial instruments including cash and cash equivalents receivables

prepaids and accrued expenses approximated fair value as of December 31 2013 because of the

relatively short maturity of these instruments

Advisory and Other Fees Receivable

Advisory and other fees receivable are non-interest bearing and are recorded as earned by the

Company An allowance for uncollectible amounts is established to cover future losses based on

managements best estimate of uncollectible amounts Uncollectible receivables are charged against the

reserve when identified As of December 31 2013 the Company determined that no allowance was

necessary

-4-



HEAD WATERS BD LLC

Notes to Financial Statement

Note Description of Business and Summary of Significant Accounting Policies continued

Property and Equipment

Property and equipment are stated at cost Depreciation and amortization is provided utilizing the

straight-line method over the estimated useful lives for owned assets which is estimated to be three

years and the related lease terms for leasehold improvements

Deferred Rent

The Company has entered into an operating lease agreement for its corporate office which contains

provisions for future rent increases free rent and landlord-provided leasehold improvements The

Company records monthly rent expense on straight-line basis The difference between rent expense

recorded and the amount paid is credited or charged to deferred rent obligation which is reflected as

separate line item in the accompanying statement of financial condition

Income Taxes

The Company has elected to be treated as limited liability company for income tax purposes

Accordingly all taxable income and losses are reported on the income tax return of the managing

member and no provision for income taxes has been recorded in the accompanying financial

statement

The Company applies guidance of Accounting Standards Codification Topic 740 Accounting for

Uncertainty in Income Taxes Under this guidance if taxing authorities were to disallow any tax

positions taken by the Company the additional income taxes if any would be imposed on the

managing member rather than the Company Accordingly there would be no effect on the Companys
financial statement

The Companys information returns for tax years subject to examination by tax authorities include

2009 and 2010 through the current period for state and federal tax reporting purposes respectively

Use of Estimates

The preparation of the financial statement 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 disclosures of contingent assets and liabilities at the

date of the financial statement Actual results could differ from those estimates

Subsequent Events

The Company has evaluated all subsequent events through the auditors report date which is the date

the financial statement was available to be issued There were no material subsequent events that

required recognition or disclosure in the financial statement

-5-



HEAD WATERS BD LLC

Notes to Financial Statement

Note Net Capital Requirement

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 15c3-1 which requires

the maintenance of minimum net capital of the greater of $5000 or 2/3% of aggregate indebtedness

The Companys net capital at December 31 2013 was $364461 which exceeded the minimum net

capital requirement Net capital may fluctuate on daily basis Additionally SEC Rule 15c3-1

requires that the aggregate indebtedness to net capital both as defined shall not exceed 15 to and

that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would

exceed 10 to The Companys net capital
ratio was 2.57 to as of December 31 2013

Note Property and Equipment

Property and equipment consist of the following at December 31 2013

Furniture and fixtures 44286

Computer equipment 127237

Software 4303

Leasehold improvements 188.802

364628

Less accumulated depreciation and amortization 155.270

209.358

Note Due to Parent

As of December 31 2013 the Company owed $168124 to the Parent which is included in accounts

payable and accrued expenses in the accompanying statement of financial condition

Note Members Equity

Effective August 31 2010 the Parent adopted an Amended and Restated Operating Agreement the

Agreement The Agreement converted Class and Class shares under the original operating

agreement into Class Preferred shares The Agreement converted Class shares under the
original

operating agreement into Class Preferred shares

The Agreement established the 2010 Equity Incentive Plan the 2010 Plan The 2010 Plan allowed

for the Parent to grant profit interests to employees and affiliates for performing services to or for the

benefit of the Company

The original operating agreement included 2001 Equity Incentive Plan the 2001 Plan which

offered Class stock options Under the Agreement the outstanding options from the 2001 Plan

allowed holders of the Class stock options to exercise the options for an equal number of Class

Preferred shares under the Agreement The converted shares contain the same rights and privileges of

the options prior to conversion

-6-



HEAD WATERS BD LLC

Notes to Financial Statement

Note Members Eguity continued

Profit Interests

Periodically the Parent may issue Class Common shares profit interests to the Companys

employees and affiliates As of December 31 2013 there were 365000 Class Common shares

profit interests outstanding

The profit interests were 100% vested upon issuance and allow the holder to participate
in the profits

and losses and distributions of the Parent from the date of grant in proportion to their percentage

interest The holder does not receive an initial capital account The Company determined that the

profit interests should be reported as equity instruments however value could not be reasonably

estimated at the grant date Therefore distributions to the profit interests will be recognized in equity

during the year of distribution

Stock Options

During the year ended December 31 2010 the Parent granted stock options to certain employees and

affiliates of the Company to purchase 100000 Class Preferred shares The stock options vest over

period of four years Compensation related to these stock options was not considered significant

During each of the years ended December 31 2013 and 2012 the Parent issued 66666 performance-

based stock options to an employee The stock options vest over period of one year once the

performance requirement is met The performance requirement was not met in 2013 Under the

agreement another 66668 performance-based stock options will be granted to the employee on

December 31 2014 with the same vesting and performance requirements

Note Commitments and Contin2encies

Operating Leases

The Company leases office space and facilities under non-cancelable operating lease expiring

December 31 2018

Future minimum lease payments under the lease are approximately as follows

Year Ending December 31

2014 136575

2015 185331

2016 188753

2017 192174

2018 195026

897.859

-7-
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AUDIT TAX CONSULTING
303-740-9009

www.EKSH.com

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5

Managing Member

Headwaters BD LLC

Denver Colorado

In planning and performing our audit of the financial statement of Headwaters BD LLC the

Company as of and for the year ended December 31 2013 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as basis for designing our auditing procedures for the purpose

of expressing our opinion on the financial statement but not for the purpose of expressing an opinion

on the effectiveness of the Companys internal control Accordingly we do not express an opinion on

the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the SEC we have made 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-5g in making the periodic computations of aggregate indebtedness

or aggregate debits and net capital under Rule 7a-3 11 and for determining compliance with the

exemptive provisions of Rule 15c3-3 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

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation 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 the practices and procedures referred to in the preceding paragraph and whether those

practices and procedures can be expected to achieve the SECs 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 managements authorization and recorded properly to permit the preparation of the

financial statement in conformity with generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

-8-
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Managing Member

Headwaters BD LLC

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

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis significant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet

important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there

is reasonable possibility that material misstatement of the Companys financial statement will not

be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defined previously

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 material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices and

procedures as described in the second paragraph of this report were adequate at December 31 2013

to meet the SECs objectives

This report is intended solely for the information and use of the Managing Member management the

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 7a-

5g 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

9K-// LI-I-P

EKSH LLLP

February 17 2014

Denver Colorado
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INDEPENDENT AUDITORS REPORT ON THE SIPC ANNUAL
ASSESSMENTREQUIRED BY SEC RULE 17a-5

Managing Member

Headwaters BD LLC

Denver Colorado

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

the procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection

Corporation SIPC for the year ended December 31 2013 which were agreed to by Headwaters

BD LLC the Company the SEC Financial Industry Regulatory Authority Inc and the SIPC

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

applicable instructions of the General Assessment Reconciliation Form SIPC-7 The Companys

management is responsible for the Companys compliance with those requirements This agreed-upon

procedures engagement was conducted in accordance with attestation standards established by the

AICPA The sufficiency of these procedures is solely the responsibility of those parties specified in

this report Consequently we make no representation regarding the sufficiency of the procedures

described below either for the purpose for which this report has been requested or for any other

purpose The procedures we performed and our findings are as follows

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

disbursement records entries noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the year ended

December 31 2013 as applicable with the amounts reported in Form SIPC-7 for the year

ended December 31 2013 noting no differences

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

working papers noting no differences

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

related schedules and working papers supporting the adjustments noting no differences

and

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 if applicable

10
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Managing Member

Headwaters BD LLC

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

expression of an opinion on compliance Accordingly we do not express such an opinion Had we

performed additional procedures other matters might have come to our attention that would have been

reported to you

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

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

K-/1 LI-I-P

EKSH LLLP

February 17 2014

Denver Colorado
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