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OATH OR AFFIRMATION

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

Montecito Advisors, Inc. , a8
of . Decémber 31 » 20 13 , are true and correct. I further swear (or afﬁnn) 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

ignature

airman of the Bo
Title

m (b) Statement of Financial Condition.
. B (c) Statement of Income (Loss). -
. B (d) Statement of Changes in Financial Condition. -
" () Statement of Changes in Stockholders Equity or Partners’ or Sole Proprietors’ Capital.
; (f) Statement of Changes in Liabilities Subordinated to Clalms of Credxtors
;. B (@) Computation of Net Capital.
- (h) Computation for Determination of Reserve Requn‘ements Pursuant to Rule 15¢3-3.

. .. J& () Information Relating to the Possession or Control Requxrements Under Rule 15¢3-3.
©. [3':() AReconciliation, mcludmg appropriate explanation of the Computation of Net Capital Under Rulé 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
1 (k) A Reconciliation between the audited and unandited Statements of Financial Condition with respect to methods of
- consolidation. .
¥ (@ AnOath or Affirmation. '
[ (m) A copy of the SIPC Supplemental Report.
[J () A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

" ¥4 For conditions of confidential iréatmént of certain portions of this filing, see section 240.17a-5 (e)(3). Co
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BRIAN W. ANSON

Certified Public Accountant
18425 Burbank Blvd., Suite 606, Tarzana, CA 91356 * Tel, (818) 401-8800 + Fax (818) 401-8818

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Montecito Advisors, Inc.
Santa Barbara, California

Report on the Financial Statements

I have audited the accompanying statement of financial condition of Montecito Advisors, Inc. as of December 31,2013 and the related
statements of income, changes in shareholders’ equity, and cash flows 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 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, 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 auditing
standards generally accepted in the United States of America.. 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, 1 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, I believe that the audit evidence I have obtained is sufficient and appropriate

to provide a basis for my opinion.
Opinion

In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Montecito Advisors,
Inc. as of December 31, 2013 and the results of its operations and cash flows for the year then 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 financial statements taken as a whole. The information contained on
Schedules I-IV 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 these financial
statements. The information in Schedules I-IV 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-IV is fairly stated in all
material respects in relation to the financial statements as a whole.

This opinion is intended solely for the information and use of the board of directors, the Securities and Exchange Commission, and other
regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, js not intended to be and should not be used by anyone other than these specified parties,

Certified Public Accountant
Tarzana, California
February 24, 2014



MONTECITO ADVISORS, INC.

Statement of Financial Condition

December 31, 2013
ASSETS

Cash and cash equivalents $ 12,263
Receivables 373,008

Property and equipment
net of accumulated depreciation of $ 68,004 -
Other assets 39,507
Total assets $ 424,778

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES:

Accounts payable and accrued expenses $ 100,309

Due to clearing 83,498
Total liabilities 183,807

STOCKHOLDERS' EQUITY

Common stock, $1 par value; 1,000,000 shares
and 10,000 shares authorized respectively;

100 and 80 shares issued and outstanding, respectively 100

Additional paid-in-capital 1,027,900
Retained deficit (787,029)

Total shareholders' equity 240,971

Total liabilities and stockholders' equity $ 424,778

The accompanying notes are an integral part of these financial statements



MONTECITO ADVISORS, INC.

Statement of Income
For the year ended December 31, 2013

REVENUES:
Commi ssions $ 530,597
Options 12,523
Ticket charges 2,158,787
Gain on securities 2,937
Total income 2,704,844
EXPENSES:
Correspondent broker clearing charges 1,312,982
Travel and entertainment 39,650
Employee compensation and benefits 858,974
Professional fees 193,470
Occupancy 95,876
Office expense 35,535
Insurance 54,191
Other expenses 421,729
Total expenses 3,012,407
NET LOSS BEFORE INCOME TAXES ' (307,563)

INCOME TAX PROVISION (Note 4)

Income tax expense 800
NET LOSS $ (308,363)

The accompanying notes are an integral part of these financial statements



MONTECITO ADVISORS, INC.

Statement of Stockholder’s Equity
For the year ended December 31, 2013

Additional Total
Common Paid-In Retained Stockholders'
Stock Capital Deficit Equity
Beginning balance January 1, 2013 $ 100 $ 499,900 $ (478,666) $ 21,334
Capital contributed 528,000 528,000
Net loss : - - (308,363) (308,363)
Ending balance December 31,2013  § 100 $ 1,027,900 $ (787,029) 240,971

The accompanying notes are an integral part of these financial statements



MONTECITO ADVISORS, INC.

Statement of Cash Flows
For the year ended December 31, 2013

CASH FLOWS FROM OPERATING ACTIVITIES:

Net loss $ (308,363)
Adjustments to reconcile net loss to net cash
used in operating activities:

(Increase) decrease in:
Receivables 74,066
Other assets 15,049

Increase (decrease) in:

Accounts payable and accrued expenses 23,220

Due to clearing 28,927

Subordinated borrowings (350,000)
Total adjustments (208,738)
Net cash used in operating activities (517,101)

CASH FLOWS FROM FINANCING ACTIVITIES:

Capital contributions 528,000
Net cash provided by financing activities 528,000
Increase in cash 10,899
Cash-beginning of period 1,364
Cash-end of period $ 12,63

Supplemental disclosure of cash flow information

Cash paid during the year for:
Interest $ 32,000
Income taxes $ 800

The accompanying notes are an integral part of these financial statements 6



MONTECITO ADVISORS, INC.

Notes to Financial Statements
December 31, 2013

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of the Company

Montecito Advisors, Inc. (the Company) (a California "S" Corporation) is a fully disclosed brokerage company
located in Santa Barbara, California. Originally approved April 10, 2000 to provide mutual fund trading and
variable life services to various Investors, the Company added to its product line May 4, 2001, equities, debt,
municipal securities, and private placements. On March 9, 2003, the Company received approval to provide
government securities. On June 5, 2003, the Company added investment advisory services and on October 22,
2004, the Company received approval from the National Association of Securities Dealers (NASD) to expand
its business operations to include investment advisory services and option trading. On July 14, 2005, the
Company received approval to conduct "non-exchange” member transactions. On March 9, 2003, the Company
entered into client referral agreements (revenue sharing agreements) with broker-dealers. The Company has
recently received a California Insurance License which requires the Company to do insurance sales doing
business as Montecito Insurance Services. The Company is registered with the Securities and Exchange
Commission (SEC) and is a member of the Financial Industry Regulatory Authority, (FINRA), and the New
York Stock Exchange (NYSE).

On October 25, 2013, one of the two directors sold his ownership interest to the other director, who now owns
100% of the Company. The day to day operations were not affected as a result of this sale.

Basis of Accounting

The accompanying financial statements of the Company have been prepared on an accrual basis; consequently,
revenues are recognized when earned, and expenses are recognized when incurred.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash in a checking account, cash in a mutual fund checking account, and
cash held by an investment custodian.

Furniture and Equipment

Furniture and equipment with an expected life of greater than one year and a cost exceeding $500 are recorded
at cost. Depreciation is computed using accelerated methods over the estimated useful lives of five to seven
years.

Financial Instruments

Financial instruments are carried at cost which approximates fair value.
Investments

Investments are carried at fair market value.



MONTECITO ADVISORS, INC.

Notes to Financial Statements
December 31, 2013

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

GENERAL

FASB ASC 820 defines fair value, establishes a framework for measuring fair value, and establishes a fair value
hierarchy which prioritized 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 liability or, in the
absence of a principal market, the most advantageous market for the asset or liability. 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:
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities the

Company has the ability to access.

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.

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.)

Management has reviewed subsequent events through February 24, 2014.

The Company is subject to audit by the Internal Revenue Service for years ending December 31, 2010, 2011
and 2012.

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 certain reported
amounts and disclosures.

Significant estimates used in preparing these financial statements include depreciation, fair market value of
investments, and the collectability of accounts receivable. It is at least reasonably possible that the significant
estimates used will change within the next year.

Agency Transactions

On occasion, the Company receives funds for private placements and maintains the funds in a separate escrow
account until the offering is closed. The Company records an offsetting liability payable to the entity
contracting the Company to act as agent. The Company did not enter into any such transactions in the current
year.




MONTECITO ADVISORS, INC.

Notes to Financial Statements
December 31, 2013

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes

The Company has elected “S” Corporation status for Federal, California and West Virginia income tax
purposes. Therefore, under federal law, the Company does not pay Income tax. The income is passed through
on a pro-rata basis to the shareholders who report the income on their individual returns. California, New York,
and West Virginia recognize "S" corporations as a pass-through entity; however, each imposes a tax at the
corporate level. California imposes a minimum of $800 or a 1.5% tax on income at the corporate level. New
York imposes a fixed dollar minimum tax based upon New York gross receipts. West Virginia imposes a
minimum franchise tax of $50 or a 7% tax on capital.

Comprehensive Income:

The Company adopted SFAS No. 130, “Reporting Comprehensive income,” which requires that an enterprise
report, by major components and as a single total, the changes in equity. There were no other comprehensive
income items for the year ended December 31, 2013.

Note 2: INCOME TAXES

The provision for taxes is computed based on the book income and the applicable tax laws, taking into account
permanent and temporary differences and adjustments as appropriate.



MONTECITO ADVISORS, INC.

Notes to Financial Statements
December 31, 2013

Note 3: COMMITMENTS

Office Lease

The Company leases office space in Santa Barbara, California, New York, and West Virginia on a month-to-
month basis.

Note 4: NET CAPITAL REQUIREMENT

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC) Rule
15¢3-1, which requires the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to
1. At December 31, 2013, the Company had net capital of $122,052 of which $22,052 was in excess of its
required minimum net capital. The Company’s aggregate indebtedness $131,659 to net capital was 1.08 at
December 31, 2013, which is less than the 15:1 limit.

Note 5: RELATED PARTIES

One shareholder of the Company owns the building in which the Company leases its offices and the other
shareholder participates in a partnership that owns the West Virginia office (see Note 3).

Note 6: CONCENTRATIONS OF RISKS

Credit Risk

The Company is engaged in various trading and brokerage activities in which counterparties primarily include
broker-dealers, banks and other financial institutions. In the event counterparties do not fulfill their obligations,
the Company may be exposed to risk. The risk of default depends on the creditworthiness of the counterparty or
issuer of the instrument. It is the Company's policy to review, as necessary, the credit standing of each
counterparty.

10



MONTECITO ADVISORS, INC.
Statement of Net Capital
Schedule I
For the year ended December 31, 2013

Focus 12/31/13  Audit 12/31/13 Change

Stockholders' equity, December 31, 2013 $ 240,971 $ 240,971 $

Subtract - Non allowable assets:

Accounts receivable 79,167 79,167
Other assets 39,507 39,507
Tentative net capital 122,297 122,297
Haircuts 245 245
NET CAPITAL 122,052 122,052
Minimum net capital 100,000 100,000
Excess net capital $ 22,052 $ 22,052
Aggregate indebtedness 131,659 131,659
Ratio of aggregate indebtedness to net capital 1.08 1.08

There were no noted differences between the audit and focus
filed at December 31, 2013.

The accompanying notes are an integral part of these financial statements



MONTECITO ADVISORS, INC.

Schedule II
Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2013

The Company is exempt from the Reserve Requirement of computation
according to the provision of Rule 15¢3-3(k)2)(ii).

Schedule ITT
Information Relating to Possession or Control
Requirements Under Rule 15¢3-3
December 31, 2013

The Company is exempt from the Rule 15¢3-3 as it relates to possession and Control
requirements under the (k)(2)(ii) exemptive provision.

The accompanying notes are an integral part of these financial statements

12



SECURITIES INVESTOR PROTECTION CORPORATION
P.O. Box 92185 %2128217!11gt&100D .C. ?0090 -2185

General Assessinent Reconciliation

SIPG-7

(33-REV 7/10)

SIPC-7

(33-REV 7110)

For thie fiscal year ended __ V-1 A\ L 2oV

(Read carefully the instruclions in your Vorking Copy bafora compleling this Form)
TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Nanig of Mémber, addréss, Designated Examining Authorily, 1934 Act registration no..and month in which fiscal year ends for 3=
purposes of the audil requiremenl of SEG Rule 17a-5: E’;‘_?;
l 0h ).lt E3 Fian  vec ] Note: If. any of thé information shown on the X
mailing label requires correction, please g-mail
wa\eu\u Y RONIE tnc. any corrections fo lorm@sipe.org and so %’
- Indicate on the form filed. =
)\(\‘ 3 l’] t’\lxg[ i . S_‘{
) — Name and telephone number of person lo =i
(3 \ & AR PN ' 515\01) - 2503 conlact respecting this form. il
nera “(teim: o RULE. B
2. A. Qeneral Assessmenl (item 2e from page 2) $
, ) ) - e
B. Less payment made vith SIPC-6 filed (exclude Interest) { 20D, }
Bl Lo\D
Dale Pald
C. Less prior overpayment applied ( ot )
D. Asséssmenl balance dug or (overpayment) b
E. Interest compuited ofi Jate payment (see instruction E) for______days at 20% per annum . _
, N (] “-i
F. Tolal assessment balance and interest due (or overpayment carrled forward) $ \ LG
‘G. PAID WITH THIS FORM: ]
Check enclosed, payable to SIPC \ (o5 Loy
Tolal {must be same as F above) $ ol
H. Overpayment carried forward $ )

3. Subsidiaries (S) and predecessors (P) included in 1his form (give name and 1934 Act registration number):

ey

The SIPC member submitting this form and the

person by whom il is executed represen! thereby hW e Y
{hat all information contalned hereln Is lrue, cotrecl | \”"'& ‘*“\-(’ "‘ (’L\’ SO¢H el —
and complele. (Hzmo of Corpol llon, Paitnership or other organlzallun)
) o &
Wlﬂnhtﬁlled Signalyfa} ; S
Daled the (waday of B\ , 20 \1\-
{Tod

This form and the assessment payment Is due 60 days after tho end of the'fiscal year. Retain the Working Copy of this form
for a period of not Iass than 6 years, the latest 2 years In an easlly accessible place.

Dales

Poslmarked Received Reviewved

Calculations Documsntation . ... Forvard Copy o e,

Exceptions:

SIPG REVIEWER

e Disposition of exceplions:
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DETERM!NA‘I"ION OF "SIRC NET OPERATING REVEMUESY
AND GENERAL ASSESSMENT N
Arirounts for the fiscal period

beginning __ MM 2. VY
andending_~2. 030 f 1ar %

Eliminate cents

flem Ng. . s bes
2a. Tolal revenu? (FOGUS Line 12/Payt IIA Line 9, Code 4030) TR
2b. Addftions:
(1) Total revenuss from the $écurities busingss of subsidiaries (except lorsign subsidiaries) and
predecessors not Included above. . &
{2) et loss fram printipal lransactions In securiftes in Iréding aceounts. éi_r “q j’“\x
{3) Net loss from principal transactions in omdodities in trading accounls. )
(4) Interest and dividend exgense deducted in determining item 2a, 7! o
(5) Het-loss from managemeit. of or parlicipation in the undenriting or distribution of securlties. of
(6) Expenses olher than adv’er:!ising. prinling, registration lees and legal leés deducled in determining net
profit from managemenl of or participation in underwriting or distribution of securilies. ' &
{7) Net loss Irom seturlties in inveslnent accouals. (4 .
Tolal addilions 174
[4
2¢. Deductions: ; )
(1) Revanues from lhe dislribution of sharés of a regisiered oped end investment compary or unil
invesiment trust, Irom the sale of variable annuilies, {tom Lhe business of insurance, from invesiment
L ~q

advisory services rendered lo regislered investment companies or Insurance eompany separale
accounls, and from lransdclions in securily {ulures products, ]

{2) Revenues {rom commodily ransactions.

{3} Commissioﬁs. floor brokerage and clearance paid to other SIPC members in connection with L fo T2y T
securities transactions. \} \ by oo

(4) Reimbursements for postage in conneclion viith proxy solicilation.

{5) Nel gain from securities In Investment accounts.

(6} 100% of commissions and markups sarned from transactions in (i) cerlilicales of deposit and

(1) Treasury bills, bankers acceptances or commercial paper that malure nine months or less

{rom issuance dale. ¢
{7) Direct expenses of printing advertising and legal fees incurred in conneclion with other revenue ‘

related fo the securities business (revenue defined by Section 16(9)(L) of the Act). e

{8) Other revenue nol related either direcily or indireclly to the securilies business,
{See Inslruction C): ' .

1 .,‘f‘(_r(,,,‘ ,_:\" - ),‘\_C FRUL AN
{Deductions in excess of $100,000 require documentation)

(9) (i) Total Interest and dividend expense (FOCUS Ling 22/PART IIA Line 13,
Code 4075 plus line 2b(4) abovs) bul nol inr excess = e
of total interest and dividend income. $ A A 000

(if) 40% of riargin iriterest earned on cuslomers securilies ] o, 28 L
accounts (40% of FOGUS lina 5, Code 3960). . $ N O

L’\‘ ({;;,‘(@5".'\ 8

VWA T \

Enter the grealer of line (i) or (ii)

Tolal deductions
A . \ S L cf\-;f\
2d. SIPG Net Operaling Revenues $ IR
2¢. General Assessment @ .0025 $ ER AN s
{to page 1, lina 2.A.)
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BRIAN W. ANSON

Certified Public Accountant
18425 Burbank Blvd., Suite 606, Tarzana, CA 91356 * Tel, (818) 401-8800 * Fax (81 8)401-8818

Independent Accountant’s Report on Applying Agreed — Upon Procedures Related to an Entity’s
SIPC Assessment Reconciliation. LN

Board of Directors
Montecito Advisors, Inc.
Santa Barbara, California

In accordance with Rule 17a-5 j(e).(4_)‘ under theAS'e.(.:urities Exchange Act of 1934, I have performed the

' ‘procedures enumerated beiow with respect to the accompanying Scheduled of Assessmerit and Payments -

[General Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection Corporation (SIPC)
for the Year Ended December 31, 2013, which were agreed to by Montecito Advisors, Inc. and the Securities
and Exchange Commission, Financial Industry Regulatory Authority, Inc., and SIPC, solely to assist you and
the other specified parties in evaluating Montecito Advisors, Inc.’s compliance with the applicable
instructions of the General Assessment Reconciliation (Form SIPC-7). Montecito Advisors, Inc.’s
management is responsible for the Montecito Advisors, Inc.’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. Conipared the listed assessment payment in Form SIPC-7 with respective cash disbursement records
entries from the cash disbursements journal and related, bank statements and reconciliations, noting no
differences; .

2. 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;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers, such
as clearing firms records supporting securities revenues, noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related schedules
and working papers, such as revenues from third party support and bank records supporting the adjustments,
noting no differences.

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.

Brian W. Anson
Certified Public Accountant
Tarzana, California

February 24, 2014
15



BRIAN W, ANSON
Certified Public Accountant
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTANT ON

INTERNAL CONTROL STRUCTURE
REQUIRED BY SEC RULE 17A-5

Board of Directors,
Montecito Advisors, Inc.
Santa Barbara, California

In planning and performing my audit of the financial statements of Montecito Advisors, Inc. for
the year ended December 31, 2013 in accordance with auditing standards generally accepted in
the United States of America, I considered its internal control structure, including control
activities for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my opinion on the financial statements and not to provide assurance on the
internal control structure. Accordingly, I do not express an opinion effectiveness of the
Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, I have made
a study of the practices and procedures including tests of such practices and procedures followed
by Montecito Advisors, Inc. including test of compliance with such practices and procedures that
I considered relevant to objectives stated in Rule 17a-5(g)(1) 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, I did not review the practices and procedures followed by the
Company in any of the following: (i) in making the quarterly securities examinations, counts,
verifications and comparisons, (ii) recordation of differences required by Rule 17a-13, or (iii) in
complying with the requirements for prompt payment for securities of Section 8 of Regulation T
of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining an 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 internal control structure policies and procedures and of the
practices and procedures referred to in the proceeding paragraph and to assess whether those
practices and procedures can be expected to achieve the Commission's above 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 preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.
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Montecito Advisors, Inc.
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Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

My consideration of the internal control structuré. would not necessarily disclose all matters in
the internal control that might be material weaknesses under standards established by the
American- Institute of Certified -Public--Accountants and the- Public .Company. Accounting .
Oversight Board (United States). A material weakness is a condition in which the design or

" operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, I noted no matters involving the internal
control structure, including control activities for safeguarding securities, which I consider to be
material weaknesses as defined above.

In addition, my consideration of the internal conirol structure indicated that the Company was in
compliance with the conditions of the exemption under Paragraph (k) (2) (i1) of Rule 15¢3-3, and
no facts came to my attention indicating that such conditions had not been complied with during
the period. The scope of my engagement did not include the Anti Money Laundering provision
of the U.S. Patriot Act.

I understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purpose
in accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish stch 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 were adequate at December 31, 2013 to meet the
Commission's objectives.

This report is intended solely for the information and use of the board of directors, the Securities
and Exchange Commission, and other regulatory agencies which 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.

rian W. Anson
Certified Public Accountant
Tarzana, California
February 24, 2014



