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OATH OR AFFIRMATION

Michael Davison swear or affirm that to the

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

Hales Securities LLC as of

December 31 2013 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

Signature
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Facing page
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Statement of Income Loss

LI Statement of Changes in Financial Condition

LI Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

LI Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

El Information Relating to the Possession or control Requirements Under Rule 5c3-3

El Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

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

solidation

An Oath or Affirmation

LI copy of the SIPC Supplemental Report

El report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

pursuant to Rule 17 1-5
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INDEPENDENT AUDITORS REPORT

To Hales Securities LLC

We have audited the accompanying statement of financial condition of Hales Securities LLC the Company as of

December 31 2013 that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 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 statement of financial condition 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 statement

of financial condition that is free from material misstatement whether due to fraud or error

AuditorsResponsibility

Our responsibility is to express an opinion on the statement of financial condition 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

statement of financial condition is free of material misstatement

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

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

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

error In making those risk assessments the auditor considers internal control relevant to the Companys
preparation and fair presentation of the statement of financial condition 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

Companys 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 statement of financial condition

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 Hales Securities LLC as of December 31 2013 in accordance with accounting principles

generally accepted in the United States of America

New York New York

February 24 2014



HALES SECURITIES LLC

STATEMENT OF FINANCIAL CONDITION

December 31 2013

ASSETS

Cash 1477355

Fees receivable 298500

Other assets 104122

1879977

LIABILITIES AND MEMBERS EQUITY

Liabilities

Accounts payable and accrued expenses 63359
Due to related parties 729947

Total liabilities 793306

Members equity 1086671

1879977

See accompanying notes to financial statement



HALES SECURITIES LLC

NOTES TO FINANCIAL STATEMENT

Nature of business and summary of significant accounting policies

Nature of Business

Hales Securities LLC the Company is limited
liability company organized under the laws of the state of

California on June 2011 The Company is wholly-owned by Group LLC the Parent The Companys

primarily engages in placement securities services for securities-based transactions financial advisory services and

fairness opinions

The Company is registered broker-dealer with the Securities and Exchange Commission SEC and is member

of the Financial Industry Regulatory Authority FINRA

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally accepted in the

United States of America GAAP

These financial statements were approved by management and available for issuance on February 24 2014

Subsequent events have been evaluated through this date

Concentrations of Credit Risk

The Company maintains cash in bank accounts which at times may exceed federally insured limits The Company is

subject to credit risk to the extent any financial institution with which it conducts business is unable to fulfill contractual

obligations on its behalf

Fees Receivable and Allowance for Doubiful Accounts

The Company carries its fees receivable at cost less an allowance for doubtful accounts On regular basis the

Company evaluates its fees receivable and will establish an allowance for doubtful accounts if necessary based on

the history of collections and current credit conditions No allowance for doubtful accounts is deemed necessary at

December 31 2013

Revenue Recognition

Investment banking and merger and acquisition advisory revenues are recorded in accordance with the terms of the

agreements at the time the services are provided Cash collected in advance of the services provided is recorded as

deferred revenue

Long-lived Assets

Long-lived assets to be held and used are reviewed for impairment whenever events or changes in circumstances

indicate that the related carrying amount may not be recoverable When required impairment tosses on assets to

be held and used are recognized based on the excess of the assets carrying amount over the fair value of the

asset

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Companys management to make

estimates and assumptions that affect the amounts disclosed in the financial statements Actual results could differ

from those estimates



HALES SECURITIES LLC

NOTES TO FINANCIAL STATEMENT

Nature of business and summary of significant accounting policies continued

Income Taxes

The Company is single-member limited liability company which is disregarded entity for federal and state income

tax purposes and is not subject to taxes on its income The Parent files consolidated tax return including the

operations of the Company The Parent has elected to be treated as limited liability company for federal and state

income tax purposes as such there is no provision for federal and state income taxes as the net income or loss of

the Company is included on the tax return of the members of the Parent The Companys Parent is subject to New
York City Unincorporated Business Tax The Parent follows an asset and liability approach to financial accounting
and reporting for income taxes Deferred income tax assets and liabilities are computed for differences between the

financial statement and tax bases of assets and liabilities that will result in taxable or deductible amounts in the future

based on the enacted tax laws and rates applicable to the periods in which the differences are expected to affect

taxable income Valuation allowances are established when necessary to reduce the deferred income tax assets to

the amount expected to be realized

In accordance with GAAP the Companys Parent is required to determine whether tax position is more likely

than not to be sustained upon examination by the applicable taxing authority including resolution of any related

appeals or litigation processes based on the technical merits of the position The tax benefit recognized is

measured as the largest amount of benefit that has greater than fifty percent likelihood of being realized upon
ultimate settlement De-recognition of tax benefit previously recognized could result in the Company recording
tax liability that would reduce stockholders equity This policy also provides guidance on thresholds

measurement de-recognition classification interest and penalties accounting in interim periods disclosure and
transition that is intended to provide better financial statement comparability among different entities At December
31 2013 management has determined that the Company had no uncertain tax positions that would require
financial statement recognition Managements conclusions regarding this policy may be subject to review and

adjustment at later date based on factors including but not limited to on-going analyses of and changes to tax

laws regulations and interpretations thereof

The Companys Parent files its income tax returns in the U.S federal and various state and local jurisdictions

Generally the Parent is no longer subject to income tax examinations by major taxing authorities for years before

2010 Any potential examinations may include questioning the timing and amount of deductions the nexus of

income among various tax jurisdictions and compliance with U.S federal state and local tax laws The Companys
management does not expect that the total amount of unrecognized tax benefits will materially change over the

next twelve months

Net capital requirement

The Company as member of FINRA is subject to the Securities and Exchange Commission Uniform Net Capital
Rule 5c3-1 This rule requires the maintenance of minimum net capital and that the ratio of 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 At December 31 2013 the Companys net

capital was approximately $684000 which was approximately $631000 in excess of its computed minimum net

capital required of approximately $53000



HALES SECURITIES LLC

NOTES TO FINANCIAL STATEMENT

Exemption from Rule 15c3-3

The Company is exempt from the Securities and Exchange Commission Rule 5c3-3 and therefore is not required
to maintain Special Reserve Bank Account for the Exclusive Benefit of Customers

Commitments and contingencies

In the normal course of business the Company has been named as defendant in various matters Management of
the Company after consultation with legal counsel believes that the resolution of these matters will not have
material adverse effect on the financial condition results of operations or cash flows of the Company

Major Customers

The Company had revenue from three customers of approximately 76% for the year ended December 31 2013
There were not amounts due from these customers at December 31 2013

Related party transactions

Pursuant to an expense sharing agreement the Agreement with its Parent and an affiliate the urelated parties
the Company recognizes certain expenses based on the terms and conditions per the Agreement These expenses
amounted to approximately $1060000 for the year ended December 31 2013 and the amount due to the related

parties was approximately $730000 at December 31 2013

Recent Regulatory Developments

In July 2013 the SEC adopted amendments to its broker-dealer reports rules which will now require among other

things that audits of all SEC-registered broker-dealers be conducted under Public Company Accounting Oversight
Board PCAOB standards for fiscal years ending on or after June 2014 effectively replacing the American
Institute of Certified Public Accountants with the PCAOB as the auditing standard-setter for auditors of broker-

dealers and replacing Generally Accepted Auditing Standards with PCAOB standards for broker-dealers that are

subject to audit Broker-dealers will be required to file either compliance reports or exemption reports as

applicable and file reports of independent public accountants covering compliance reports or exemption reports

prepared in accordance with the PCAOB standards Additionally effective December 31 2013 if broker-dealer

is SIPC member firm broker-dealer audited financial statements will also be required to be submitted to SIPC
and broker-dealers will be required to file new quarterly Form Custody

In addition SEC adopted amendments to various financial responsibility rules For broker-dealer such as the

Company these amendments were mostly technical in nature and effectively ratified various interpretive and no
action positions taken by SEC staff over many years or which conformed to existing practices or self-regulatory

organization rules

Management has evaluated the implications of the amendments to the broker-dealer reports and the financial

responsibility rules and does not expect that the adoption of the amendments will have material impact on the

Company or its financial statements


