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I, Kimberly A. 5S¢l uster , swear {or affirm) that, to the best of

my knowledge and bel ef the accompanying financial statement and supporting schedules pertaining to the firm of
Falcon Research, ] ac. . as

of Dece mber 31 , 20 07 , are true and correct | further swear (or affirm) that

neisher the company r or any pariner, proprietor, principal officer or drrector has any proprietary iterest tn any account

classified solely as tha of a customer, except as follows .

Signafyke

S

nta Clara County

mamlrumz.zooe{ ()/FO
Title

This report ** contain: (check all applicable boxes)
(a) Facing Page
(b) Statement of F nancial Condition.
g (c) Statement of [ come (Loss)
(d) Statement of ( hanges in Cash Flows
Kl (e) Statement of C hanges 1n Stockholders’ Equity or Partners® or Sole Proprictors’ Capatal.
E (f} Statement of { hanges in Liabilities Subordirated to Claims of Creditors
X (g} Computation ¢ f Net Capital
B (h) Computation fw Determination of Reserve Requirements Pursuant to Rule 15¢3-3
B (1) Information R: lating to the Possession or Contro} Requirements Under Rule 15¢3-3
O () A Reconcihiat «n, including appropniate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation { wr Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3
O (k) A Reconcihati in between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation ' ) v )
)= (1) An Oath or Af irmation
O (m) A copy of the !IPC Supplemental Report
[J (n) Areportdescn nng any material mnadequacies found to exist or found to have existed since the date of the previous audu
**For conditions of co fidenntal treaiment of certatn portions of this filing, se¢ Section 240 17a-5(e)(3)
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Independent Auditor’s Report

Board of DirectHrs
Falcon Researc 1, Inc.:

| We have audit«d the accompanying statement of financial condition of Falcon Research, Inc. (the
Company) as of December 31, 2007, and the related statements of operations, changes in stockholder’s
equity, and cas 1 flows for the year then ended that you are filing pursuant to rule 17a-5 under the
Securities Exch inge Act of 1934. These financial statements are the responsibility of the Company's
management. (dur responsibility is to express an opinion on these financial statements based on our
audit.

We conducted « ur audit in accordance with auditing standards generally accepted in the United States
of America. Th »se standards require that we plan and perform the audit to obtain reasonable assurance
about whether t 1e financial statements are free of material misstatement. An audit includes examining,
on a test basis, :vidence supporting the amounts and disclosures in the financial statements. An audit
also includes as ;essing the accounting principles used and significant estimates made by management,
as well as eval ating the overall financial statement presentation. We believe that our audit provides
a reasonable ba ;is for our opinion.

|

|

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial positit n of Falcon Research, Inc. as of December 31, 2007, and the results of its operations and
its cash flows fc r the year then ended in conformity with accounting principles generally accepted in the
United States o { America.

The accompan: ing financial statements have been prepared assuming that the Company will continue
as a going conc :m. As discussed in Note 9 to the financial statements, the Company has suffered losses
from operation . and minimal revenue which raises substantial doubt about its ability to continue as a
going concemn. Management’s plans in regard to these matters are also described in Note 9. The
financial stateiients do not include any adjustments that might result from the outcome of this
uncertainty.

Our audit was ¢ onducted for the purpose of forming an opinion on the basic financial statements taken

as a whole. Th::information contained in Schedules I, II, and 11l is presented for purposes of additional
| analysis and is 10t a required part of the basic financial statements, but is supplementary information
| required by rul¢ 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected
‘ to the auditing >rocedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in ll material respects in relation to the basic financial statements taken as a whole.

CoDermint 9 CFpween o, S

\
| Breard & Asso :iates, Inc.
| Certified Publi : Accountants

Northridge, Ca ifornia
January 29, 2( 08

We Focus & Care™

9221 Corbin Avenue, Suite 170 2101 Telegraph Avenue, Suite B
Northridge, California 91324 Oakland, California 94612
(818) 886-0940 » Fax (81! ) 886-1924 (510) 893-8080 * baicpa.com



December 31, 2007

Assets
Cash $ 1,339
Deposit with ¢ earing organization 96,218
Receivable fro n clearing organization 37,000 |
Marketable sec urities, at market value 11,430
Receivable fro n related parties 17,171 ‘

Furniture, equi yment, and leasehold improvements, net

8,714 - ‘

Total assets $ 171,872

Liabilities and Stockholder’s Equity

Liabilities

Accounts paya>le and accrued expenses $§ 42331
T'otal liabilities 42331

Stockholder’s equity

Common stock, no par value, 500,000 shares authorized,

83,113 shares issued and outstanding 261,139
Additional pair -in capital 130,300
Accumulated ¢ =ficit (261.898)

T'otal stockholder’s equity 129.541
l'otal liabilities and stockholder’s equity $ 171.872

The accompanying notes are an integral part of these financial statements.
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Revenues
Commissions $ 527,167
Management f :es 20,169
Net dealer invi ntory and investment gains (losses) (13,013)
Other income 80,721
Total revenue 615,044
Expenses
Employee con pensation and benefits 348,024
Commissions, clearing fees and floor brokerage 147,253
Professional fe =s 50,074
Occupancy & :quipment rental 86,883
Interest expen: e 3,951
Other operatin ; expenses 187.817
Total expenses 824,002
Net income (loss) before income tax provision (208,958)
Income tax pi ovision 800

Net income (loss) $ (209.758)

The accompanying notes are an integral part of these financial statements. !
2-
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Additional

Common Paid-in (Accumulated
Stock Capital Deficit) Total |
Balance at December 31,2006 $ 261,139 - $  (44,640) $§ 216,499 |
Capital contrit utions - 130,300 - 130,300
Capital distrib itions - - (7,500) (7,500)
Net income (lc s5) - - (209.758) (209,758}

Balance at December 31,2007 §_ 261.139 § 130300 §$ (261.898) $ 129.541

The accompanying notes are an integral part of these financial statements.
-3-
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Cash flows fr /m operating activities:
Net income (lc ss)
Adjustments t« reconcile net income (loss) to net cash
provided by (used in) operating activities:
Depreciation
(Increase) deci zase in:
Deposi: with clearing organization
Receiv ible from broker and dealer
Markei able securities, at market value
Deposi s
(Decrease) inc ease in:
Accou ts payable and accrued expense
Payabl : to clearing organization
Total adjustments
Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchase of fu niture & equipment
Net cash provided by (used in) investing activities
Cash flows frim financing activities:
Proceeds from capital infusion
Capital distrib itions
Net cash provided by (used in} investing activities
Net in« rease (decrease) in cash
Cash at beginning of year
Cash at end of year
Supplemental disclosure of cash flow information:
Cash paid duri g the year for:

Interes
Income taxes

$  (209,758)

$ 14,487
(1,987)
60,058
9,125
1,252
3,885
(16,368)
70,452
(139,306)
545
(545)
130,300
(7.500)
122,800
(17,051)
18.390
$ 1,339
$ 3,951
S 800

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

-4-
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Note 1: GEI/ERAL & SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

Falcon Researc h, Inc. (the "Company") was incorporated in the State of California on November §, 1983.
The Company s aregistered broker-dealer in securities under the Secunities and Exchange Act of 1934,
a member of he Financial Industry Regulatory Authority {("FINRA") and the Securities Investors
Protection Cot poration ("SIPC").

The Company does not hold customer funds or securities and conducts business on a fully disclosed
basis, whereby all transactions are cleared by another broker/dealer.

The Company primarily earns commissions through the sale of equities. The Company also provides
investment ba; king services by engagement and trades securities for its own account.

In the latter pirt of 2004, the Company elected to move its Office of Supervisory Jurisdiction to
Clearwater, Fl yrida. The move occurred in January 2005. In order to register the Company to conduct
business in the state of Florida, the Company was required to register a new corporation name, Falcon
Research of T. mpa Bay, Inc., and then file to operate in Florida under the name Falcon Research Inc.

In the normal course of business, the Company’s customer activities involve the execution and
settlement of 1 arious customers securities and financial instrument transactions. These activities may
expose the Co npany to off-balance-sheet credit risk in the event the customer is unable to fulfill its
contractual ob igattons.

On September 7, 2007, the FINRA granted the membership application of the Company with regard to
the Membersh p Agreement Change reducing the minimum net capital requirement from $100,000 to
$5,000.

Summary of 8. gnificant Accounting Policies

The presentati » of financial statements in conformity with accounting principles generally accepted in
the United Sta :es of America requires management to make estimates and assumptions that affect the
reported amov nts of assets and labilities and disclosure of contingent assets and liabilities at the date
of the financi |l statements and the reported amounts of revenue and expenses during the reporting
period. Actua. results could differ from those estimates.

Commissions receivable are stated at face amount with no allowance for doubtful accounts. An
allowance for loubtful accounts is not considered necessary because probable uncollectible accounts are
immaterial.

Securities trar sactions are recorded on a trade date basis for both the Company’s customers and the
Company. M: rketable securities owned by the Company are accounted for at market value, with market
value based o1. current published market prices. The resulting difference between cost and market (or
fair value) is i 1cluded in income.

-5-




December 31, 2007

Note 1: GENERAL & SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Other income includes interest, dividend, and rent income earned from subleasing a portion of the
Company’s of ice space in Florida.

Furniture, equi yment, and leasehold improvements are stated at cost. Repairs and maintenance to these
assets are char; ed to expense as incurred; major improvements enhancing the function and/or useful life
are capitalizec. When items are sold or retired, the related cost and accumulated depreciation are
removed from the accounts and any gains or losses arising from such transactions are recognized.
Property and e juipment are depreciated over thetr estimated useful lives of five (5) years by the straight-
line method.

The Company. with the consent of its Stockholder, has elected to be an S Corporation and, accordingly,
hasits income axed under Sections 1361-1379 of the Internal Revenue Code. Subchapter S of the Code
provides that 11e Stockholder, rather than the Company, is subject to tax on the Company's taxable
income. Ther :fore, no provision or liability for Federal Income Taxes is included in these financial
statements. Tae State of California has similar regulations, although there exists a provision for a
minimum Frar chise Tax and a tax rate of 1.5% over the minimum Franchise Fee of $800.

The Company 1as elected to report the statement of changes in stockholder's equity without disclosing |

the accumulat« d adjustment account and other equity accounts pertinent to an S Corporation. There is
no financial in pact to these financial statements.

Note 2: DEI'OSITS WITH CLEARING ORGANIZATION

The Company has a brokerage agreement with Penson Financial Services, Inc. ("Clearing Broker") to
carry its accou 1t and the accounts of its customers as customers of the Clearing Broker. The Clearing
Broker has cu: tody of the Company’s cash balances which serve as collateral for any amounts due to
the Clearing E roker as well as collateral for securities sold short or securities purchased on margin.
Interest is paid monthly on these cash deposits at the average overnight repurchase rate. The balance at
December 31, 2007, includes interest earned for a deposit total of $96,218.

Note 3: MA RKETABLE SECURITIES. AT MARKET

Marketable se wurities, at market value consist of corporate stocks. At December 31, 2007, the stocks
are recorded ¢t their fair market value of $11,430. The accounting for the mark-to-market on the
proprietary tra ling is included in net dealer inventory and investment gains (losses) account as net
unrealized los: es of $2,195, and net realized losses of $10,818.

-6-
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Note4: FURNITURE., EQUIPMENT AND LEASEHOLDS, NET

Furniture, equ pment and leaseholds are recorded at cost and summarized by major classifications as

follows:
Depreciable
Life Years
Furnifi re & equipment § 193,274 5
Leaseh sld improvements 5917 5
199,191
Less: a :cumulated depreciation (190.477)
Furniti re, equipment and leaseholds, net $ 8,714

Depreciation ¢ gpense for the year ended December 31, 2007 was $14,487.

Note §: INC DME TAXES

As discussed ii 1 the Summary of Significant Accounting Policies (Note 1), the Company has elected the
S Corporate t x status, therefore no federal income tax provision is provided. The tax provision
provided is the¢ California franchise tax minimum of $800.

Note 6: REL ATED PARTY TRANSACTIONS
The Company shares office space, services and common personnel with Feshbach Investment, LLC, an
affiliate throug h common ownership. There is no allocation of expenses for rent, equipment and certain

common persc nnel services in the Company’s main office.

Periodic short- term advances are also made to and from Feshbach Investment, LLC and employees. As
of December 1, 2007, $17,171 was due from the related parties.

Note 7: OCC UPANCY AND EQUIPMENT RENTAL

The Company leases its office space and certain equipments under operating lease expiring at various
dates through 1 1e year 2007. As of December 31, 2007 the Company incurred $86,883 in rent and lease
expense.
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Note 8: COI CENTRATIONS OF CREDIT RISK

The Company s engaged in vartous trading and brokerage activities in which counter-parties primarily
include broker dealers, banks, and other financial institutions. In the event counter-parties do not fulfill
their obligaticns, the Company may be exposed to risk. The risk of default depends on the
creditworthine ;s of the counter-party or issuer of the instrument. It is the Company’s policy to review,
as necessary, t 1e credit standing of each counter-party.

Note 9: COI{TINGENCIES

Contingencies

The Company maintain bank accounts at a financial institution. These accounts are insured by the
Federal Depos t Insurance Commission (“FDIC”), up to $100,000. At times during the year ended
December 31, .'007, cash balances held 1n this financial institution were in excess of the FDICs insured
limits. The C« mpany has not experienced any losses in such accounts and management believes that
it has placed it cash on deposit with a financial institution which is financially stable.

Going Concer.

The Company 1ad little revenue, as compared to operating expenses, for the year ended December 31,
2007. The lacl: of business activities has resulted in recurring operating loss. Management has a plan
to be more of z going concern. The Company is continuing its marketing efforts and has increased the
number of coni racted engagements during this fiscal year. Regarding liquidity, the sole shareholder will
continue to caj italize the Company to fund its continuing operations.

Note 10: RE _ENTLY ISSUED ACCOUNTING STANDARDS
Accounting for Certain Hybrid Financial Instruments

In February 20116, the FASB issued Statement of Financial Accounting Standards No. 155 (“SAS 155™),
“Accounting fc r Certain Hybrid Financial Instruments, an amendment of FASB statements No. 133 and
140.” The stat :ment allows financial instruments that have embedded derivatives to be accounted for
as a whole (elir 1inating the need to bifurcate the derivative from its host) as long as the entire instrument
is valued on a 7air value basis. SAS 155 also resolves and clarifies other specific issues contained in
SAS 133 andl }0. The statement is effective for all financial instruments acquired or issued after the
beginning of a1 . entity’s first fiscal year that begins after December 15, 2006. The adoption of SAS 155
has not had a raterial impact upon the Company’s financial statements.
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Note 10: RE ENTLY ISSUED ACCOUNTING STANDARDS
(Continued)
Accounting for Uncertainty in Income Taxes

In June 2006 tl e FASB issued Financial Interpretation No. 48 ("FIN 48"), "Accounting for Uncertainty
in Income Ta» es - an Interpretation of FASB Statement No. 109." which prescribes a recognition
threshold and 1 1easurement attribute for the financial statement recognition and measurement of a tax
position taken >r expected to be taken in a tax return. FIN 48 requires that the Company recognize in
its financial st: tements the impact of a tax position if it is more likely than not that such position will
be sustained o1 audit based on its technical merits. This interpretation also provides guidance on de-
recognition, cl: ssification, interest and penalties, accounting in interim periods, disclosure and transition.
The effective d ite of the provisions of FIN 48 for all nonpublic companies has been postponed to fiscal
years beginnin 3 after December 15, 2007. The Company is currently evaluating the impact of this
statement, but does not expect that it will have a material impact upon the Company’s financial
statements.

Fair Value Me isurements

In September © 006, the FASB issued Statement of Financial Accounting Standards No. 157 (“SAS
157, “Fair V alue Measurements”. The statement defines fair value, establishes a framework for
measuring fair value in accordance with generally accepted accounting principles, and expands
disctosures abc ut fair value measurements.

This Statemen: applies under other accounting pronouncements that require or permit fair value
measurements, the Board having previously concluded in those pronouncements that fair value is a
relevant measi rement attribute. Accordingly, this Statement does not require any new fair value
measurements. SAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. The Company is currently evaluating the impact of this statement, but does not
expect the pro1 ouncement will have a material impact upon the Company’s financial statements.

Retirement Pla1s

In September ::006, the FASB issued SAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Ot 1er Postretirement Plans—an amendment of FASB Statements Nos. 87, 106, and 132(R)”
(“SFAS 158”). SFAS 158 requires companies to recognize on a prospective basis the funded status of
their defined be nefit pension and postretirement plans as an asset or liability and to recognize changes
in that funded ‘tatus in the year in which the changes occur as a component of other comprehensive
income, net of tax. The effective date of the pronouncement is a function of whether the Company’s
equity securitie 5 are traded publicly. If the entity has publicly traded securities, the effective date is for
fiscal years enc ing after December 15, 2006. Entities without publicly traded securities must adopt the
standard for fis :al years ending after June 15, 2007. Adoption of the new standard has not had a material
effect on the C ympany’s financial statements.
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Note 10: RE CENTLY ISSUED ACCOUNTING STANDARDS
(Continued)

Fair Value Op ion

In February 20 07, the FASB issued Statement of Financial Accounting Standards No. 159 (“SFAS
1597), “Fair V ilue Option for Financial Assets and Financial Liabilities-including an amendment of
FASB Stateme at No. 115”. SFAS 159 is expected to expand the use of fair value accounting but does
not affect exis ing standards which require certain assets or liabilities to be carried at fair value. The
objective of th s pronouncement is to improve financial reporting by providing companies with the
opportunity to nitigate volatility in reported earnings caused by measuring related assets and liabilities
differently witl out having to apply complex hedge accounting provisions. Under SFAS 159, a company
may choose at ¢ pecified election dates, to measure eligible items at fair value and report unrealized gains
and losses on tems for which the fair value option has been elected in earnings at each subsequent
reporting date. SFAS 159 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. The Company 1s currently evaluating the impact of this statement, but does not
expect that it v iil have a material impact upon the Company’s financial statements.

Note 11: NE ' CAPITAL REQUIREMENTS

The Company s subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
rule 15¢3-1), v/hich requires the maintenance of minimum net capital and requires that the ratio of
aggregate indetedness to net capital, both as defined, shall not exceed 15 to 1. Net capital and
aggregate indel tedness change day to day, but on December 31, 2007, the Company had net capital of
$101,741, whic h was $ 96,741 in excess of its required net capital of $ 5,000; and the Company's ratio
of aggregate inv ebtedness ($42,331) to net capital was 0.42 to 1, which is less than the 15 to 1 maximum
ratio allowed o ’a broker/dealer.

-10-
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As of December 31, 2007
Computation of net capital
Stockholder's equity
Comm in stock $ 261,139
Additic nal paid-in capital 130,300
Accum 1lated deficit (261.898)
T'otal stockholder's equity § 129,541
Less: Non-allo vable assets
Receiv: ble from related parties (17,171)
Furnitu 'e, equipment & leasehold improvements, net (8,714)
Petty c: sh 200
l'otal adjustments (26,085)
Net caj ital before haircuts 103,456
Less: Adjustmu nts to net capital
Haircut ! on securities (1.715)
lotal adjustments to net capital (1.713)
Net capital 101,741

Computation «f net capital requirements
Minimum net ¢ apital requirements ‘

6 2/3 pe rcent of net aggregate indebtedness $ 2,822
Minimu m dollar net capital required 5,000
Net cap tal required (greater of above) 5.000 |
Excess net cap tal b 96,741
| Ratio of aggregate indebtedness to net capital 0.42: 1

|

|

|

There was a 52 rounding difference between net capital shown here and net capital as reported on the
Company's una 1dited Form X-17A-5 report dated December 31, 2007.

See independent auditor's report.
-11-
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As of December 31, 2007

A computatior. of reserve requirements is not applicable to Falcon Research, Inc. as the Company
qualifies for e; emption under Rule 15¢3-3(k)(2)(i1).

See independent auditor's report.
-12-




NREGUIICInCnly vnuct nuic 1500-9
As of December 31, 2007

Information re ating to possession or control requirements is not applicable to Falcon Research, Inc. as
the Company « uvalifies for exemption under Rule 15¢3-3(k)(2)(ii).

See independent auditor's report.
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Falcon Research, Inc.
Supplementary Accountant's Report
on Internal Accounting Control

Report Pursuant to 17a-5

For the Year Ended December 31, 2007




Board of Direc ors
Falcon Researc h, Inc.:

In planning ar 1 performing our audit of the financial statements of Falcon Research, Inc. (the
Company), as « fand for the year ended December 31, 2007, in accordance with auditing standards
generally accej ted in the United States of America, we considered the Company’s internal control
over financial ; eporting (internal control) as a basis for designing our auditing procedures for the
purpose of exp. essing our opinion on the financial statements, but not for the purpose of expressing
an opinion on t 1e effectiveness of the Company’s internal control. Accordingly, we do not express
an opinion on t 1e effectiveness of the Company’s internal control.

Also, as requin d by rule 17a-5(g)(1) of the Securities and Exchange Commission {(SEC), we have
made a study o "the practices and procedures followed by the Company including consideration of
control activiti s for safeguarding securities. This study included tests of such practices and
procedures tha we considered relevant to the objectives stated in rule 17a-5(g) in making the
pertodic compu ations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-
3(a)(11) and fo: 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 sec 1rities, we did not review the practices and procedures followed by the Company in
any of the follo ving: 1

1. - Aaking quarterly securities examinations, counts, verifications, and comparisons and
- ecordation of differences required by rule 17a-13

2.  Jomplying with the requirements for prompt payment for securities under Section
. of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
ystem

The manageme it of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this

| responsibility, ¢ stimates and judgements by management are required to assess the expected benefits
and related cos's of controls and of the practices and procedures referred to in the preceding
paragraph and tc assess whether those practices and procedures can be expected to achieve the SEC’s
above-mention d objectives. Two of the objectives of internal control and the practices and
procedures are ' 0 provide management with reasonable but not absolute assurance that assets for
which the Con pany has responsibility are safeguarded against loss from unauthorized use or
disposition and ‘hat transactions are executed in accordance with management's authorization and
recorded propeily to permit the preparation of financial statements in conformity with generally
accepted accou iting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures liste 1 in the preceding paragraph.

We Focus & Care™

9221 Corbin Avenue, Suite 170 2101 Telegraph Avenue, Suite B
Northridge, California 913 4 Oakland, California 94612
{818) 886-0940 » Fax (818) 386-1924 (510) 893-8080 » baicpa.com




Because of inh :rent limitations in internal control and the practices and procedures referred to above,
error or fraud 11ay occur and not be detected. Also, projection of any evaluation of them to future
periods is subj :ct to the nisk that they may become inadequate because of changes in conditions or
that the effecti reness of their design and operation may deteriorate.

A control defii iency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements >n a timely basis. A significant deficiency is a control deficiency, or combination of
control deficie icies, that adversely affects the entity’s ability to initiate, authorize, record, process,
or report financ ial data reliably in accordance with generally accepted accounting principles such that
there is more t 1an a remote likelihood that a misstatement of the entity’s financial statements that
is more than ir consequential will not be prevented or detected by the entity’s internal control.

A material we tkness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevent :d or detected by the entity’s internal control.

Our consideral on of internal control was for the limited purpose described in the first and second
paragraphs an'| would not necessarily identify all deficiencies in internal control that might be
material weaki esses. We did not identify any deficiencies in internal control and control activities
for safeguardir g securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of th s report are considered by the SEC to be adequate for its purposes in accordance with
the Securities ] xchange Act of 1934 and related regulations, and that practices and procedures that
do not accomp ish such objectives in all material respects indicate a material inadequacy for such
purposes. Bas :d on this understanding and on our study, we believe that the Company's practices
and procedures , as described in the second paragraph of this report, were adequate at December 31,
2007, to meet 1he SEC’s objectives.

This report is itended solely for the information and use of the Board of Directors, management,
the SEC, Finar cial Industry Regulatory Authority, and other regulatory agencies that rely on rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is1 ot intended to be and should not be used by anyone other than these specified parties.
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Breard & Asso :iates, Inc.
Certified Publi : Accountants

Northridge, Ca ifornia
Januvary 29, 2018
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