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OATH OR AFFIRMATION

1, MICHAEL J COLOMBINO - , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the fitm of
STOCKCROSS FINANCIAL SERVICES, INC. ,as
of DECEMBER 31 . . ,2018 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or diréctor has any proprietary interest in any account

classified solely as that of a customer, except as follows:

Mdd g Ol ot

Signature

CFO

" Title

ED SHAUGHNESSY.
Notary Public - California

» N
“Notary“Public } f e
i B miA Los Angeles County

Thls report ** contains (chéck all appllcdbie boxes) CFa Cortrission ¥ 2256398
(a) Facing Page. ] == My Comm. w
:[ (b) Statement of Financial Condition. o '
:] (¢) Statement of Income (Loss) or, if there is other comprehensive income in the period(s) presented, a Statement
of Comprehensive Income (as defined in §210.1-02 of Regulation 8-X).

(d) Statement of Changes in Financial Condition,
(e) Statement of Chzmges in Stockholders Eqmty or Partners or Scle Propnetors ‘Capital.

z
%

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

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

O (i) A'Revonciliation, 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.

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

(1) An Oath or Affirmation.

| | (m) A-copy of the SIPC Supplemental Report.
] (n) A reportdescribing any material inadequacies found to exist or found to have.existed since the date o6f the previous audit.

ﬂ (g) Computatxon cf Net Capxtal

** For conditions. of confidential treatment of certain portions of this jiling, see section 240.17a-5(e)(3).
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A notary public or other officer completing this certificate verifies only the identity of the individual who signed the
document to which this certificate is attached, and not the truthfulness, accuraty, or validity of that document.

State-of Caﬁrf ia - , \ ) :

Coufity o :../?ﬁ %AQV?&@ :_ A . - .

T A e A (I ug b, ol
| Date x./[ ' 07, f%”/ ij%e,ih&i\lfrbeﬁvﬁie 'f-_ot}'ve Officer

pe_rsonal,ly appeared ;
Name(s) of Signer(s) .

who proved to me on the basis of satisfactory evidence to be the person(s)’ whose name(gy is/are”
subscribed to the within instrument and acknowledged to me that he/she/they executed the same in
his/hertheir authorized capacity(ies); and that by his/ber/their signature(s) on the instrument the person(s)”
or the entity upon behalf of which the person(s acted, executed the instrument.
| certify under PENALTY OF PERJURY under the laws
of the State of California that the foregoing paragraph
is true and cotrect.

£D SHAUGHNESSY
Notary Public - Galifornia
Los Angeles County
o0 &y Commission'# 2256398
52y Comm. Expires Sep 24, 2022

Signature

éz&ﬁata@ Notary Public}

Place Notary Seal Above

* OPTIONAL
Though this section is optional, completing this information can deter alteration of the document or
fraudulent reattachment of this form to an unintended document.
Description of Attached Document

Title or Type of Document: ‘ , .
Document Date: L Number of Pages:

Signer(s) Other Than Named Above:

Capagcity(ies) Claimed by Signer(s)

Signer's Name: , Signer's Name: ______ .

[[l'Corporate Officer — Title(s): 1 Corporate Officer — Title(s):

(I Partner — O limited [JGeneral [ RPartner — [ Limited [ Genéral

O Individual [ Attorney in Fact (7 individual O Attorney. in Fact

[0 Trustee [ Guardian or Conservator [ Trustee [ Guardian or Conservator
(1 Other: (0 Other:

SignerIs Representing: : Sigrer Is Representing:

AR,

Notary.org +1 ﬁBQO%-US NOTARY (1-800-876-6827) ltem #5807

©2016 National Notary Association * www.National
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BUCHBINDER

' REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors.and Stockholders
of Stockcross Financial Services, Inc. and Subsidiary

Opinion on the Consolidated Financial Statement

We have audited the accompanying consolidated statement of financial condition of Stockcross Financial
Services, Inc. and Subsidiary (the Company) as of December 31, 2018, and the related notes (collectively
referred to as the consolidation financial statement). In our opinion, the consolidated statement of financial
condition presents fairly, in all material respects, the financial position Company as of December 31, 2018
in conformity with accounting principies generally accepted in the United States of America.

Basis for Opinion

This consolidated financial statement is the responsibility of the Company’s management. Our responsibility
is to express an opinion on Company's consolidated financial statement based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board- (United States) (PCAOB)
and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the apphcable rules and regulations of the Securities and Exchange Commission and

the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we
plan-and perform-the audit to obtain reasonable assurance about whether the consolidated financial
statement is free of material misstatement, whether due to error or fraud. Our audit included performing
procedures to assess the risks of material misstatement of the consolidated financial statement, whether
due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statement.- Our audit also included evaluating the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the consolidation financial
statement. We believe that our audit provides a reasonable basis for our opinion.

BUCHBINDER TUNICK & COMPANY LLP
. , -
/&Jém&c W ¢ énv/muy Ad ]ﬂ
We have served és the Company's auditor since 2017.

Little Falls, New Jersey
February 26, 2019

150 Clove Road ) 6720-A Rockledge Drive One Pennsylvania Plaza Buchbinder Tunick & Company LLP
5th Floor Suite 510 Suite 3500 Certified Public Accountants

Little Falls, New Jersey 07424 Bethesda, Maryland 20817 New York, New York 10119 buchbinder.com
973.812.0100 240.200.1400 e 212,695,5003 Follow us on linked [
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STOCKCROSS FINANCIAL SERVICES, INC. AND SUBSIDIARY
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2018

ASSETS
Cash ' $ 2,354,297

Cash and securities segregated under federal and other
regulations (cash of $164,417,785 and securities with a fair

'See notes to consolidated financial statements

value of $40,037,198) 204,454,983
Receivable from broker-dealers and clearing organizations 3,095,247
Receivable from customers 79,907,282
Securities owned-marketable, at fair value 5,734,855
Securities borrowed 297‘,967,220
Property, equipment and leasehold improvements,

net of accumulated depreciation and amortization 38,937
Deferred tax asset 301,824
Other assets 1,235,948

‘ 595,090,593
LIABILITIES AND STOCKHOLD'ER'S EQUITY
Liabilities '
Payable to customers 277,783,908
Payable to non customers 16,330,156
Drafts payable 2,544 257
Payable to broker-dealers and clearing organizations 694,751
Securities loaned _ 276,239,375
Securities sold, not yet purchased, at fair value 46,682
Accounts payable, accrued expenses and other liabilities 538,630
Accrued expense, discontinued operations ‘ 350,000
Subordinated debt 3,000,000
577,527,759
Stockholder's Equity
Common stock; $.0016 par value, 20,000,000 shares
authorized, 6,152,000 shares issued and 6,109,204
outstanding 9,844
Paid-in capital 14,036,489
Retained earnings 3,688,473
Less: Treasury stock, at cost (43,296 shares at $3.972) (171,972)
: 17,562,834
595,090,593
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StockCross Financial Services, Inc. and Subsidiary
Notes to Consolidated Financial Statements
December 31, 2018

1.

ORGANIZATION AND NATURE OF BUSINESS

- StockCross: Financial Services, Inc. (the "Company") is a securities broker dealer

registered with the Securities and Exchange Commission (“SEC”) and is a member of
Financial Industry Regulatory Authority (“FINRA”) and Securities Investor Protection

Corporation (“SIPC”).

The Company is located in Beverly Hills, California, with offices throughout the United
States and worldwide customers.

Effective August 16, 2018 the Company established a Bermuda subsidiary StockCross
Digital Solutions, Ltd. (“StockCross Digital’). For the year ended December 31, 2018
there was no income or expenses associated with the subsidiary. The sole transaction
was to initially fund the subsidiary in the amount of $10,000 and the subsidiary is an
inactive corporation at December 31, 2018. See Principles of Consolidation note below.

The Company is affiliated with Muriel Siebert & Co. Inc. (*MSCQ") through common
ownership. MSCO is a wholly owned subsidiary of Siebert Financial Corp. (“SFC").

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The financial statements are presented on the accrual basis of accounting in accordance
with accounting principles generally accepted in the United States of America.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued ASU 2016-02, Leases, which replaces the existing
guidance in ASC 840, Leases. The new standard establishes a right-of-use model that
requires a lessee to record a right-of-use asset and a lease liability on the balance sheet
for all leases with terms longer than twelve months. Leases will be classified as either
finance or operating, with classification affecting the pattern of expense recognition in the
statement of income. The guidance will be effective for annual reporting periods
beginning after December 15, 2018, and early adoption is permitted. Management of the
Company has evaluated the impact of ASU 2016-02 will have on its financial statements
and related disclosures and determined that there would be no material change to the
occupancy expenses reported. Management has also determined that as of the year
ended December 31, 2018, the company had present value of lease commitments of
approximately $2.2M that will be recorded on the Statement of Financial Position as

follows:
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Summary of ASU 2016-02

Assels

Operating lease right—Of—_use asset _ 2,220,045
Liabilities -

Operating lease liability 2,220,045

The new standard is effective on January 1, 2019, with early adoption permitted. The
Company adopted the new standard on its effective date. A modified retrospective
transition approach is required, applying the new standard to all leases existing at the
date of initial application. The Company will use the effective date in the financial
statements as its date of initial application.

In August 2018, the FASB issued ASU 2018-13, Fair value Measurement (ASC 820):
Disclosure Framework-Changes to the Disclosure Requirements for Fair Value
Measurement. ASU 2018-13 removes certain disclosures, modifies certain disclosures
and adds additional disclosures. The ASU is effective for annual periods, including
interim periods within those annual periods, beginning after December 15, 2019. Early
adoption is permitted. The Company is evaluating the effect that this update will have
on its financial statements and related disclosures.

Management has evaluated other recently issued accounting pronouncements and does
not believe that any of these pronouncements will have a significant impact on our
consolidated financial statements and related disclosures.

Principles of Consolidation

The consolidated financial statements include the Company’'s wholly owned corporate
subsidiary StockCross Digital. All significant intercompany transactions and balances
are eliminated. There was no income or expenses generated for the year ended 2018

from StockCross Digital.

Cash

Cash represents cash on hand and cash held in banks. At times, cash balances may
exceed Federal Deposit Insurance Corporation insured limits.

Cash and Securities Segregated Under Federal and Other Regulations

Cash equivalents (interest bearing deposit accounts) and securities owned in the amount
of $204,454,983 (cash $164,417,785, securities with a fair value $40,037,198) have
been segregated in special reserve accounts for the benefit of customers and proprietary
accounts of introducing broker dealers under Rule 15¢3-3 of the Securities and

Exchange Commission.
Receivable from and Payable to Broker-Dealers and Clearing Organizations

Accounts receivable from and payable to broker-dealers and clearing organizations
include amounts held on deposit with clearing organizations, amounts due from/to
introducing broker-dealers, fail-to deliver and fail-to-receive items, and amounts
receivable for unsettled regular-way:transactions.
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At December 31, 2018, amounts receivable from and payable to broker-dealers and
clearing organizations inciude the following:

Receivables:
Clearing organizations $ 2,875,322
Brokers and dealers . 123,069
Securities failed to deliver | 96,856
$ 3.095247
Payables: .
Securities failed to receive $ 384,753
Due to MSCO 309,998
$ 694,751

Receivable From and Payable to Customers

Accounts receivable from and payable to customers include amounts due and owed on
cash and margin transactions. Securities owned by customers are held as collateral for
receivables. Receivables from customers are reported at their outstanding principal
balance, adjusted for any allowance for doubtful accounts. An allowance is established
when collectability is not reasonably assured. When the receivable from a brokerage
client is considered to be impaired, the amount of impairment is generally measured
based on the fair value of the securities acting as collateral, which is measured based on
current prices from independent sources such as listed market prices or broker-dealer
price quotations. Securities beneficially owned by customers, including those that
collateralize margin or other similar transactions, are not reflected in the Statement of
Financial Condition. No allowance for doubtful accounts was necessary at December

31, 2018. _ ’ '
Securities Owned-Marketable, at Fair Value

Securities owned-marketable, at fair value represent marketable securities owned by the
company at trade-date valuation. See “Fair Value of Financial Instruments” disclosure

below.
Securities Borrowed and Loaned

Securities borrowed are recorded at the amount of cash collateral advanced. Securities
borrowed transactions require the Company to deposit cash, letters of credit, or other
collateral with the lender. Securities ioaned are recorded at the amount of cash collateral
received. For securities borrowed and loaned, the Company monitors the market value,
with additional collateral obtained or refunded as necessary.

Property, Equipment and Leasehold Improvements

Property, equipment and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization are recorded on a straight-
line basis over the lesser of thesestimated useful-lives of the related assets or the non-
cancelable remaining lease terms, as appropriate.
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On July 31, 2018 the Company sold an office condominium located in Omaha, NE for
- $415,000 to a related party. Since the sale was to a related party, the consideration
received net of cost has been recorded in Additional Paid-in Capital amounting to
$59,969 as disclosed in the Statement of Changes in Stockholder Equity. See “Related

Party Disclosures” below.

Deferréd Tax Asset

Included in the accompanying Statement of Financial Condition as of December 31,
2018 are deferred tax assets of $301,824, representing tax loss carryforwards.
Realization of that asset is dependent on the Company’s ability to generate future
taxable income. Management believes that it is more likely than not that forecasted
taxable income will be sufficient to utilize the tax carryforwards before their expirations
to fully recover the asset. However, there can be no assurance that the Company will
meet its expectations of future income. As a result, the amount of the deferred tax
assets considered realizable could be reduced in the near term if estimates of future
taxable income are reduced. Such an occurrence could materially adversely affect
the Company's results of operations and financial condition. See “Income Taxes”

disclosure below.

Other Assets

Other assets consist of miscellaneous receivables and prepaid expenses not otherwise
categorized above.

Payable to Non-Customers

Accounts payable to non-customers includes amounts due on cash and margin
transactions on accounts owned and controlled by principal officers, directors and
stockholders of the company.

Payable to non-customer amounts also include amounts due on cash transactions
owned and controlled by the Company’s proprietary accounts of introducing broker
dealers. At December 31, 2018, the Company had one correspondent clearing

relationship with MSCO.

Drafts Payable

Drafts payable represent checks drawn by the Company against customer accounts
which remained outstanding and had not cleared the bank as of December 31, 2018.

Securities Sold, Not Yet Purchased, at Fair Value

Securities sold, not yet purchased, at fair value represent marketable securities sold
by the company prior to purchase at trade-date valuation. See “Fair Value of Financial
Instruments” disclosure below.

Accounts Payable, Accrued Expenses, and Other Liabilities

Accounts payable, accrued expenses, and other Ilabllltles represent amounts accrued
in the reporting period but not: yet paid. R
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Subordinated Debt

Effective November 30, 2018, the Company entered into a one-year subordinated
borrowing agreement with Gloria Gebbia, a Director of the Company, in the amount of
$3.0.million. The rate of interest on the note is 2.75%. v

The borrowing is subord:’nafed to the claims of general creditors, approved by FINRA,
and are included in the Company’s calculation of net capital and the capital requnrements
under FINRA and SEC regulations.

" Revenues

On January 1, 2018, the Company adopted the new revenue recognition standard
on the modified retrospective method (i.e., cumulative method). The Company has
elected the modified retrospective method which did not result in a cumulative-effect
adjustment at the date of adoption. The implementation of this new standard had no
material impact on the Company's financial statements for the year ended December

31, 2018.

Revenue from contracts with customers is recognized when, or as, the Company
satisfies its performance obligations by transferring the promised goods or services
to customers. A good or service is transferred to a customer when, or as, the
customer obtains control of that good or service. A performance obligation may be
satisfied over time or at a point in time. Revenue from a performance obligation
satisfied over time is recognized by measuring the Company's progress in satisfying
the performance obligation in a manner that depicts the transfer of the goods or
services to the customer. Revenue from a perforinance obligation satisfied at a point
in time is recognized at the point in time that the Company determines the customer
obtains control over the promised good or service. The amount of revenue
recognized reflects the consideration to which the Company expects to be entitled in
exchange for those promised goods or services (i.e., the "transaction price").

The transaction price for the services provided by the Company is equal to the
commission rate and the account maintenance fees that the Company quotes to its
customers. The Company charges miscellaneous fees for various services
performed in relation to handling the account (i.e. wire transfer fees, account transfer
fees, reorganization fees), which are relatively small in nature. There is no noncash
consideration, consideration payable to the customer; however, in terms of financing,
the Company charges customers on their margin interest balances and pays them
for their credit balances. The transaction price is equal to the quoted commission
rate and the account maintenance fee. Then the transaction price (quoted
_commission rate and account maintenance fee) is allocated to the performance
obligations based on the standalone selling prices.

The Company earns revenue from contracts with customers and other sources
(interest, trading gains, and commissions and fees). The following provides detailed
information on the recognition of the Company's revenue from contracts with

customers:

Interest Income
Interest income represents the actual interest generated in clients’ margin accounts and

the Company’s bank balances...Interest income:is recorded monthly based on the

average daily balances held in accounts
11 of 21



Other Income

Other income represents fees generated from securities borrow and loan transactions
and administrative fees generated from client accounts. Stock Borrow and loan revenue
is recorded on a monthly basis. Transactional fees are recorded concurrently with the
related activity and an annual maintenance fee is charged to inactive client accounts at

fiscal year-end.
A summary of significant components of other income is presented in the table below:

Components of Other Income

Stock borrow and loan revenue $ 1,200,000
Administrative fees 600,000
Correspondent clearing fees 600,000
Payment for order flow 100,000

Commissions, Market Making, and Securities Transactions

Customers’ securities transactions are recorded on a settlement date basis, generally
two business days following the transaction. Commissions, other securities transactions
and related clearing expenses are recorded on a trade-date basis as the securities
transactions occur. The Company believes that the performance is satisfied on the trade
date because that is when the underlying financial instrument or purchaser is identified,
the pricing is agreed upon, and the risks and rewards of ownership have been transferred
to/from the customer. Securities owned are recorded at fair market value at the reporting
period. See “Fair Value of Financial Instruments” disclosure below.

Principal Transactions

Principal transactions represent actual mark-up and mark-down on sales to client
accounts. Principal transaction mark-up and mark-downs are recorded on the trade date
of the transactions. Management has reviewed the impact of any unsettled transactions
and determined there is no material difference between trade date and settlement date
positions at the year ended December 31, 2018. The Company believes that the
performance is satisfied on the trade date because that is when the underlying financial
instrument or purchaser is identified, the pricing is agreed upon, and the risks and
rewards of ownership have been transferred to/from the customer.

Expenses

Employee Compensation and Benefits, Other Expenses, Data Processing, Occupancy,
Clearing Costs, and Advertising and Promotion

Employee compensation and benefits; other expenses; data processing; occupancy,
clearing costs; and advertising and promotion are all recorded as incurred, including
expenses accrued but not yet paid. The company records payments made in the prior
period for the upcoming period under other assets including annual registration fees and
annual insurance premiums.

Interest Expense
Interest expense includes interest paid on clients’ credit balances and interest related to

a subordinated debt issuance. Interest is accrued and paid on a monthly basis on the
last business day of the month.
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Depreciation and Amortization

Depreciation and amortization are recorded on a straight-line basis over the lesser of
the estimated useful lives of the related assets or the non-cancelable remaining lease
terms, as appropriate. Refer to Recently Issued Accounting Pronouncements section

regarding recently adopted guidance.

Discontinued Operations

The Company recorded income generated from its investment advisory business
charged from client’s accounts. Effective June 4, 2018 the company ceased operation
as an investment advisory firm, does not anticipate any further revenue from this source,
and has submitted termination requests to all related regulatory bodies. Client
investment advisory accounts are now serviced by Siebert AdvisorNXT, a wholly-owned
subsidiary of SFC. |

The -Company entered into - a settlement agreement for $350,000 resulting from a
mediation. As the settlement was related to a portion of the business sold to.SFC in
December, 2017; the Company recorded the settlement as a change in the estimated
liabilities from discontinued operations related to the sale to SFC.-

Concentrations of Credit Risk

The Company is engaged in various trading and brokerage activities whose contra-
parties include broker-dealers, banks and other financial institutions.

In the event contra-parties do not fulfill their obligations, the Company may sustain a loss
if the market value of the instrument is different from the contract value of the transaction.
The risk of default primarily depends upon the credit worthiness of the contra-parties
involved in the transactions. Itis the Company’s policy to review, as necessary, the credit
standing of each contra-party with which it conducts business.

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 revenue and expenses during the reporting period. Actual results could differ
from those estimates.

FAIR VALUE MEASUREMENTS

FASB ASC 820 defines fair value, established a framework for measuring fair value, and
established a hierarchy of fair value inputs. 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.
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The fair value hierarchy prioritizes the inputs to valuation techniques used to measure
fair value into three broad levels:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Company can assess at the measurement date.

Level 2 — Inputs other than quoted prices included within level 1 that are observable
for the asset or liability, either directly or indirectly.

Level 3 — Unobservable inputs for the asset or liability.

The availability of observable inputs can vary from security to security and is affected
by a wide variety of factors, including, for example, the type of security, the liquidity of
markets, and other characteristics particular to the security. To the extent that the
valuation is based on models or inputs that are less observable or unobservable in the
market, the determination of fair value requires more judgment. Accordingly, the
degree of judgment exercised in determining fair value is greatest for instruments

categorized in Level 3.

The inputs used to measure fair value may fall into different levels of the fair value
hierarchy. Insuch cases, for disclosure purposes, the level in the fair value hierarchy
within which the fair value measurement falls in its entirety is determined based on the
lowest level input that is significant to the fair value measurement.

Fair value is a market-based measure considered from the perspective of a market
participant rather than an entity-specific measure. Therefore, even when market
assumptions are not readily available; the Company’s own assumptions are set to
reflect those that the Company believes market participants would use in pricing the
asset or liability at the measurement date.

A description of the valuation techniques applied to the Company’s major categories
of assets and liabilities measured at fair value on a recurring basis follows:

U.S. Government Securities. U.S. government securities are valued using quoted
market prices. Valuation adjustments are not applied. Accordingly, U.S. government
securities are generally categorized in level 1 of the fair value hierarchy.

Corporate Bonds and Convertible Preferred Stock. The fair value of corporate bonds
and convertible preferred stock are determined using recently executed transactions,
market price quotations (when observable), bond spreads or credit default swap
spreads obtained from independent external parties, such as vendors and brokers,
adjusted for any basis difference between cash and derivative instruments. The
spread data used is for the same maturity as the bond. If the spread data does not
reference the issuer, then data that reference a comparable issuer are used. When
position-specific external price data is not observable, fair value is determined based
on either benchmarking to similar instruments or cash flow models with yield curves,
bond, or single-name credit default swap spreads and recovery rates as significant
inputs. Corporate bonds and convertible preferred stocks are generally categorlzed
in level 2 of the fair value hierarchy. ’
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Exchange-Traded Equity Securities. Exchange-traded equity securities are generally
valued based on quoted prices from the exchange. To the extent these securities are
actively traded, valuation adjustments are not applied, and they are categorized in
level 1 of the fair value hierarchy; otherwise, they are in level 2 or level 3 of the fair

value hierarchy.

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, 2018:

Assets ' Level 1 Level 2 Level 3 Total
Segregated Securities
US Treasury Notes $40,037,198 $ - $ - $ 40,037,198
Securities owned
US Treasury Notes 3,678,875 - : - 3,678,875
Corporate obligations - 38,038 - 38,038
Equity securities 01,138,124 879,818 - 2,017,942
Total $ 44,854,197 $ 91785 $ - $45772,053
Liabilities
Securities sold, not yet
purchased
Equity securities $ - $ 46,682 - 3 46,682
Total $ - $ 46682 $ -3 46,682
Changes in Level 3 Equity Assets 01/01/2018 - 12/31/2018
Balance - January 1, 2018 ' \ $
Unrealized loss
Balance - December 31, 2018 $

The following represents financial instruments in which the ending balance as of
December 31, 2018 is not carried at fair value in the Statement of Financial Condition:

Short-term financial instruments: The carrying value of short-term financial
instruments, including cash and securities segregated pursuant to federal regulations
are recorded at amounts that approximate the fair value of these instruments. These
financial instruments generally expose the Company to limited credit risk and have no
stated maturities or have - short-term maturities and carry interest rates that
approximate market rates. Cash and cash segregated under federal and other
regulations are classified as Level 1. Securities segregated under federal and other
regulations consist of treasury notes which are categorized in the above table as Level
1 assets. : :

Receivables and other assets: Receivables from broker-dealers and clearing
organizations, receivables from customers, and other assets are recorded at amounts
that approximate fair value and are classified as Level 2 under the fair value hierarchy.
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Securities borrowed and securities loaned: Securities borrowed and securities loaned
are recorded at amounts which approximate fair value and are primarily classified as
Level 2 under the fair value hierarchy. The Company’s securities borrowed and
securities loan balances represent amounts of equity securities borrow and loan
contracts and are market-to-market. daily in accordance with standard industry
practices which approximate fair value. ‘

Payables: Payable to customers; payable to non customers; drafts payable; payable
to broker-dealers and clearing organizations; and accounts payable, accrued
expenses, and other liabilities are recorded at amounts that approximate fair value
due to their short-term nature and are classified as Level 2 under the fair value

hierarchy.

Subordinated Debt. The carrying amount of subordinated debt approximates fair
value due to the relative short-term nature of the borrowing. Under the fair value
hierarchy, the subordinated debt is classified as Level 2.

COMMITMENTS AND CONTINGENCIES

Lease Commitments

The Company rents office space under various operating leases. Rent expense for
the year ended December 31, 2018 was approximately $670,000, commitments going

forward are approximately: -

2019 670,000
2020 640,000
2021 176,000
Thereafter 137,000

$1,623,000

Refer to Recently issued Accounting Pronouncements section regarding adopted
guidance for future financial filings.

Litigation and Regulatory Matters

The Compahy is subject to various claims and arbitrations in the normal course of
business. The Company believes that the resolution of these matters will not have a
material adverse effect on these financial statements.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK
The Company enters into various transactions to meet the needs of customers, conduct

trading activities, and manages market risks and is, therefore, subject to varying degrees
of market and credit risk.
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In the normal course of business, the Company's customer activities involve the
execution, settlement, and financing of various customer securities transactions. These
activities may expose the Company to off-balance sheet risk in the event the customer
or other broker is unable to fulfill its contracted obligations and the Company has to
purchase or sell the financial instrument underlying the contract at a loss.

The Company's customer securities activities are transacted on either a cash or margin
basis. In margin transactions, the Company extends credit to its customers, subject to
various regulatory and internal margin requirements, collateralized by cash and
securities in the customers' accounts. In connection with these activities, the Company
executes and clears customer transactions involving the sale of securities not yet
purchased, substantially all of which are transacted on a margin basis subject to
individual exchange reguiations.

Such transactions may expose the Company to off-balance sheet risk in the event margin
requirements are not sufficient to fully cover losses that customers may incur. In the
event the customer fails to satisfy its obligations, the Company may be required to
purchase or sell financial instruments at prevailing market prices to fulfill the customer's

obligations.

The Company seeks to control the risks associated with its customer activities by
requiring customers to maintain margin collateral in compliance with various regulatory
and. internal guidelines. The Company monitors required margin levels daily and,
pursuant to such guidelines, require customers to deposit additional collateral or to
reduce positions, when necessary.

The Company's customer financing and securities settlement activities may require the
Company to pledge customer securities as collateral in support of various secured
financing sources such as bank loans and securities loaned. In the event the counter-
party is unable to meet its contractual obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at
prevailing market prices in order to satisfy its customer obligations. The Company
controls this risk by monitoring the market value of securities pledged on a daily basis
and by requiring adjustments of collateral levels in the event of excess market exposure.
In addition, the Company establishes credit limits for such activities and monitors

compliance on a daily basis.
INCOME TAXES

Income Taxes ‘
Beginning January 1, 2018, the Company elected to be taxed as a “C” Corporation for

‘federal income tax purposes and in various states. The company filed with the IRS
terminating its prior election as an “S” corporation and the termination of “S” election
was completed as of December 31, 2017.

The Company recognizes the effect of tax positions only when they are more likely
than not to be sustained under audit by the taxing authorities. At December 31, 2018,
the Company has a tax benefit of $301,824. The Company operates in the United
States and in various state and local jurisdictions, tax years prior to 2014 are no longer
subject to examination by taxmg aAuthorltles There are presently no income tax

examinations in process.
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Current income tax expense included in the accompanying Statements of Operations for
the year ended December 31, 2018 is as follows:

Current:
Federal $ -
State and local 63,393
Total current tax expense ' $ 63393

Effective Income Tax Reconciliation

A reconciliation of the difference between the expected income tax benefit computed at
the U.S. statutory income tax rate and the Company’s income tax expense (benefit) as
of December 31, 2018 is shown in the following table:

Net loss $ (992,356)
Net effect of:
Gain on sale of building 85,273
Depreciation (36,034)
Non-deductible expenses 6,000
Difference in basis of depreciable assets (136,609)
Loss carryforward (1,073,726)
Deferred state taxes at 9% 96,635
Deferred federal taxes at 21%, calculated net of state taxes 205,189
Total deferred tax asset $ 301,824

The company has accumulated a net operating loss carryforward of $1,073,726 eligible
to offset 80% of net income indefinitely.

RELATED PARTY DISCLOSURES

MSCO

The Company and MSCO are under common ownership and the Company serves as a
clearing broker for MSCO. MSCO has a clearing agreement with the Company whereby
the Company passes through all revenue and charges to MSCO for its related expenses.
Outside of the clearing agreement, the Company has an expense sharing agreement
with MSCO for its Beverly Hills office. In addition, the Company pays certain vendors for
miscellaneous expenses which it passes through to MSCO and splits margin interest
revenue.
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At and for the year ended December 31, 2018, the Company had or recoghized
approximately the following material amounts per its agreements with MSCO:

Category Amount
Statement of Financial Condition
Payable to non-customers:

Inventory financing $ 1,000,000
Payable to broker dealers and clearing organizations :

Net monthly clearing revenue payable 235,000

Clearing deposit - 75,000
‘Total liabilities $ 1,310,000

~ Statement of Operations

Revenue

- Interest
Margin interest revenue $ 979,000

Other Income
Fees generated for trading clearance $ 290,000
Fees generated for IRA custodial services provided 90,300

Expense
Payments to MSCO for stock loan $ 275,000

Expense Reimbursement
Reimbursement for data processing expense provided to MSCO $ 1,271,000

Reimbursement for rental expense 360,000
Other Items
Total payments to MSCO per clearing agreement $ 8,659,000

Refer to the subsequent events note below for details regarding a minority purchase of
the Company’s common stock by MSCO.

Kennedy Cabot Acquisition, LLC

Kennedy Cabot Acquisition, LLC (“KCA”) is an affiliate of the Company through
common ownership, MSCO, and SFC. To gain efficiencies and economies of scale
with billing and administrative functions, KCA serves as a paymaster for the
Company and MSCO for compensation and benefits expenses, the entirety of which
KCA passes through to MSCO and the Company proportionally.

KCA sponsors a 401(k) profit sharing plan, which covers substantially all of the
Company’s employees. Employee contributions to the plan are at the discretion of
eligible employees. There were no contributions by the Company or KCA to the plan for
the year ended December 31, 2018.

Scilent Networks, LLC

Scilent Networks is a technology wholesaler owned by an executive of the Company
that buys technology and related ancillary services on behalf of the Company at a
reduced cost and then passes through the cost to the Company. Total payments
made to Scilent network for year ended 2018 totaled approximately $100,000.
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ZERO.com

On January 31, 2018 tZERO.com (“TZERO”) purchased a 24% minority stake in the
Company. The Company also had a revenue sharing agreement with its affiliate
Speedroute, LLC (“Speedroute”). Total payments made to TZERO and affiliates
were approximately $275,000. Refer to the subsequent events note below for
details regarding a subsequent sale of the Company’s common stock by TZERO.

Gebbia Sullivan County Land Trust ’

On July 31, 2018, the Company sold an office condominium located in Omaha, NE
for $415,000 to the Gebbia Sullivan County Land Trust (“Land Trust”). The trustee
of the Land Trust is a relative of the majority owners of the Company. Subsequent
to the transaction, the Company entered into a lease agreement with the Land Trust
that expired December 31, 2018 and is currently operating on a month-to-month
rental agreement with the Land Trust. For the year ended December 31, 2018,
$25,000 was paid in rent.

DIVIDENDS AND DISTRIBUTIONS

On December 28, 2018, the Company made a return of capital distribution in the
aggregate amount of $750,000 to shareholders at record date December 1, 2018.
tZERO.com (“tZERO”) was not included in the distribution as there was a pending sale
referenced in the subsequent events section below. :

TREASURY STOCK PURCHASE
On December 18, 2018 the Company purchased, into treasury, under one percent of the
issued and outstanding shares from a minority shareholder. The transaction was

recorded at cost.
NET CAPITAL REQUIREMENTS

The Company, as a broker-dealer, is subject to the Uniform Net Capital Rules of the SEC
(Rule 15¢3-1) of the Securities Act of 1934. Under the alternate method permitted by
this rule, net capital, as defined, shall not be less than 2% of aggregate debit items arising
from customer transactions. At December 31, 2018, the Company’s net capital was
$17,899,304, which was $15,750,341 in excess of its required net capital of $2,148,963.
The Company’s percentage of aggregate debit balances to net.capital was 16.66% as of
December 31, 2018.

The Company is subject to Customer Account Rule 15¢3-3 of the SEC which requires
segregation of funds in a special reserve account for the exclusive benefit of customers
(Rule 15c3-3). At December 31, 2018, the Company had segregated cash of
$162,943,888 .under rule 15¢3-3. On December 31, 2018, the Company had
$202,981,086 in the special reserve account which was $11,741,749 in excess of the
deposit requirement of $191,239,337. After adjustments for deposit(s) and/or
withdrawal(s) made on January 2, 2019, the company had $3,013,144 in excess of the
customer reserve requirement.
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The Company is also subject to the PAB Account Rule 15¢3-3 of the SEC which requires
segregation of funds in a special reserve account for the exclusive benefit of proprietary
accounts of introducing broker-dealers. (Rule 15¢3-3). At December 31, 2018, the
Company had segregated cash of $1,473,897 under rule 15¢3-3. On December 31,
2018, the Company had $1,473,897 in the special reserve account which was $281,346
in excess of the deposit requirement of $1,192,551. There were no deposits or
withdrawals subsequent to the filing date.

SUBSEQUENT EVENTS

The Company has evaluated events that have occurred subsequent to December 31,
2018 and through February 26, 2018, the date of the filing of this report. All material
subsequent events that occurred during such period have been disclosed in this report
or recognized in the financial statements as of December 31, 2018.

Additional subsequent events are as follows:

~On January 18, 2019, tZERO.com Inc. (“TZERO") sold its 24% stake in the Company

for approximately $5.8 million. The Company purchased 9% of the shares into
treasury and its affiliate, MSCO, bought 15% of the shares sold by TZERO.
Subsequently, individual minority shareholders purchased, from the treasury,
approximately 8% of the shares of the Company.

The Company also purchased into treasury, from certain minority shareholders,
approximately 3% of the shares of the Company.
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