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OATH OR AFFIRMATION

Peter Nielsen , swear (or affirm) that, to the best of my knowledge and belief the accompanying financial

statement and supporting schedules pertaining to the firm _Hudson Securities, Inc., as of March 31, 2009, are true and
correct. I further swear (or affirm) that neither the company nor any partner, proprietor, principal officer or director has any proprietary
interest in any account classified solely as that of a customer, except as follows:

NOTARY PUBLIC — 7 - Si
STATE OF ignature
My CDMMNEW JERSEY

ISSION EXPIRES 7/05/2012
Chief Financial Officer

T/}j(a/w)ub w. bbamnied e

Notary Public

This report** contains (check all applicable boxes):
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(k)
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Facing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

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.

A Reconciliation, 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.

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

An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

()

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

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢)(3).
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Marcum & Kliegman LLP

Certified Public Accountants & Consulfants
A Limited Liability Partnership Consisting of Professional Corporations

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholder
Hudson Securities, Inc.

We have audited the accompanying statement of financial condition of Hudson Securities, Inc. (the
“Company’) as of March 31, 2009, that the Company is filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on the financial statement based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement is free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for designing
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 over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statement, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the
financial condition of Hudson Securities, Inc. as of March 31, 2009, in conformity with accounting
principles generally accepted in the United States of America.

)V atccern #WW LR

New York, New York
May 27, 2009

655 Third Avenue  16th Floor « New York, NY 10017  Tel 212-981-3000  Fax 212-981-3001

Melville New York Greenwich Roseland Tinton Falls Grand Cayman
www.mklip.com



HUDSON SECURITIES, INC.

Statement of Financial Condition
March 31, 2009

ASSETS
Cash and cash equivaients $ 6,538,202
Cash - restricted 252,408
Receivable from clearing broker 1,294,689
Securities owned, at fair value 2,246,488
Furniture, equipment and leasehold improvements, net 267,249
Deferred tax assets 1,565,000
Due from Parent 191,236
Prepaid expenses and other assets 805,055
Prepaid compensation, net 1,869,167
Goodwill 1,111,179
$ 16,140,673
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:
Securities sold, but not yet purchased, at fair value $ 637,829
Payable to clearing broker 48,833
Commissions payable 1,259,987
Accounts payable, accrued expenses and other liabilities 1,360,710
Income taxes payable 60,827
Total liabilities 3,368,186
Commitments and contingencies
Stockholder's equity:
Common stock, $0.001 par value, 30,000,000 shares authorized,

10,967,000 shares issued and outstanding 10,967
Additional paid-in capital 15,576,279
Accumulated deficit (2,814,759)

Total stockholder's equity 12,772,487
$ 16,140,673

See notes to financial statement.



HUDSON SECURITIES, INC.

Notes to Financia! Statement
March 31, 2009

NOTE A - ORGANIZATION AND OPERATIONS

Hudson Securities, Inc. (the "Company") is a registered broker-dealer under the Securities and Exchange Act of
1934 and is a member of the Financial Industry Regulatory Authority ("FINRA"). The Company is an introducing
broker and clears all transactions through clearing organizations on a fully disclosed basis and is a wholly owned
subsidiary of Hudson Holding Corporation (“Parent” or "Holding"). Accordingly, the Company is exempt from rule
15¢3-3 of the Securities Exchange Act of 1934. The Company’s operations include institutional sales and market
making of equity securities, plus investment banking. The Company’s headquarters are in New Jersey and it has
branch offices in various U.S. metropolitan locations.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

[1]

[2]

(3]

[4]

Estimates:

The preparation of the financial statement in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statement. Actual results could differ from those estimates. The Company’s significant estimates include the
deferred tax asset valuation allowance, the prepaid compensation reserve allowance, the Black-Scholes
option pricing assumptions and the useful lives of long lived assets.

Securities transactions and revenue recoghition:

The Company records transactions in securities on a trade-date basis.

Securities owned and securities sold, but not yet purchased, are stated at market value.

Securities which do not have a readily ascertainable market value are valued at their estimated fair value as
determined by management. Because of the inherent uncertainty of valuation, the management determined
values may differ from values that would have been used had a ready market for these securities existed.

Cash and cash equivalents:

The Company considers all highly liquid investments purchased with a maturity of three months or less to be
a cash equivalent.

Restricted cash represents an automatically renewable, fourteen-month time deposit which collateralizes a
letter of credit. See Note J [4].

Furniture, equipment, leasehold improvements and depreciation:
Furniture, equipment and leasehold improvements are recorded at cost. Depreciation is computed using the

straight-line method over the estimated useful life of the related asset and leasehold amortization is
computed using the lesser of the estimated useful life of the related asset or the remaining term of the lease.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

[51

(6]

(7]

Prepaid compensation:

Loans are given to certain employees as an incentive for their affiliation with the Company. The employee
signs an empioyment agreement with the Company which specifies that portions of the loan will be forgiven
on specific dates over a specified term, typically a two-year period. The loan is then amortized on a straight-
line basis. In the event an employee’s affiliation with the Company terminates prior to the fulfillment of their
contract, the employee is required to repay the unforgiven balance and the related accrued interest.

The Company considers establishing an allowance for uncollectible amounts to reflect the amount of loss
that can be reasonably estimated by management which is included as part of other expenses in the
accompanying statement of operations. Determination of the estimated amount of uncollectible ioans
includes consideration of the amount of credit extended, the employment status and the length of time each
receivable has been outstanding, as it relates to each individual employee. As of March 31, 2009, the
Company has established no reserve for potential non-collection.

Income taxes:

The accounts of the Company are included in the consolidated federal income tax return filed by its Parent.
The Company files separate state income tax returns. The Company computes its federal tax expense as if
it were a separate entity.

The Company accounts for income taxes in accordance with the provisions of Statement of Financial
Accounting Standards No. 109, "Accounting for Income Taxes" ("SFAS No. 109"). SFAS No. 109 requires
that the Company recognize deferred tax liabilities and assets for the expected future tax consequences of
events that have been included in the financial statements or tax returns. Under this method, deferred tax
liabilities and assets are determined on the basis of the difference between the tax basis of assets and
liabilities and their respective financial reporting amounts ("temporary differences”) at enacted tax rates in
effect for the years in which the temporary differences are expected to reverse. The Company records an
estimated valuation allowance on its deferred income tax assets if it is not more than likely that these
deferred income tax assets will be realized.

Stock based compensation:

Commencing with the first issuance of stock options on May 26, 2006, the Company accounts for stock
options issued under the recognition and measurement principles of Statement of Financial Accounting
Standards No. 123 (revised 2004), "Share-Based Payment” ("SFAS 123(R)"). Under the provisions of
SFAS 123(R), the Company is required to measure the cost of services received in exchange for an award
of equity instruments based on the fair value of the award. For employees and directors, the award is
measured on the grant date and for non-employees, the award is generally remeasured on interim financial
reporting dates until the service period is compiete, in accordance with EITF Issue No. 96-18, "Accounting
for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with
Selling, Goods or Services". The fair value amount is then recognized over the period during which services
are required to be provided in exchange for the award, usually the vesting period.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[8]

[9]

Concentrations of credit risk:

The Company is engaged in trading on a principal and/or agency basis with and for primarily other
securities broker-dealers and institutional investors such as mutual funds, hedge funds, banks and similar
businesses. Counterparties to the Company's business activities include broker-dealers and clearing
organizations, and can include banks and other financial institutions. The Company uses two clearing
brokers to process transactions and maintain customer accounts. The clearing brokers may extend credit to
the Company's clientele which would be secured by cash and securities in the clients' accounts. The
Company's exposure to credit risk associated with the non-performance by their customers and
counterparties in fulfilling their contractual obligations can be directly impacted by volatile or illiquid trading
markets, which may impair the ability of customers and counterparties to satisfy their obligations to the
Company. Additionally, the Company has agreed to indemnify the clearing brokers for losses they may
incur while extending credit to the Company's clients. Amounts due from customers that are considered
uncollectible are charged back to the Company by the clearing broker when such amounts become
determinable.

In the normal course of business, the Company may enter into transactions in various derivative instruments
for trading purposes and to manage market risk. These transactions may include securities sold short, but
not yet purchased, option and warrant contracts.

Securities sold short, but not yet purchased represent obligations of the Company to deliver the underlying
securities sold and option and warrant contracts written represent obligations of the Company to purchase
or deliver the specified security at the contracted price. The Company's ultimate obligation on such
instruments may exceed the amount recognized in the statement of financial condition. The Company
monitors its positions continuously to reduce the risk of the potential loss due to changes in market value or
failure of counterparties to perform.

Substantially all of the Company's cash and security positions may be deposited with its clearing brokers for
safekeeping purposes. The clearing brokers are members of major securities exchanges.

The Company also maintains cash in bank accounts, which, at times, may exceed federally insured limits.
The Company has not experienced any losses in such accounts and it is not exposed to any significant
credit risk on cash.

Loans are given to certain employees as an incentive for their affiliation with the Company, which are
recorded as prepaid compensation on the statement of financial condition. See Notes B[5] and F.

Goodwill:

On June 30, 2004, an investor group purchased all of the outstanding common stock of the broker-dealer
which was the predecessor to the Company for a purchase price of approximately $7,136,000. As a result,
the predecessor broker-dealer recorded goodwill of approximately $1,111,000, which represented the
excess of the purchase price over the estimated fair value of the assets acquired and liabilities assumed.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[9]

[10]

Goodwill (continued):

The Company accounts for its goodwill in accordance with Statement of Financial Accounting Standards
No. 142, "Goodwill and Other Intangible Assets” ("SFAS No. 142"). Under SFAS No. 142, goodwill is not
subject to amortization, but rather an assessment of impairment, by applying a fair value based test. The
Company reviews goodwill for impairment annually, during the fourth quarter of each year, and also
between annual tests upon the occurrence of trigger events. The reviews are performed at the broker-
dealer level, generally by using the market capitalization of Holding as an indicator of fair value, since the
Company currently represents the most significant component of the consolidated entity. Impairment is
potentially indicated when the carrying value of the Company, including goodwili, exceeds its fair value. If a
potential impairment is indicated, the fair value of the Company would be measured against the fair value of
its underlying assets and liabilities, excluding goodwill, to estimate an implied fair value of the Company's
goodwill. If that fair value was less than the carrying value of goodwill, impairment would be recorded. As a
result of its assessment, the Company has determined that no such potential impairment was indicated
during the year ended March 31, 2009.

Recently issued accounting standards:

in September 2006, the FASB issued Statement of Financial Accounting Standard 157, "Fair Value
Measurements” ("SFAS 157"). SFAS 157 requires the use of a fair value hierarchy that prioritizes the inputs
to valuation techniques used to measure fair value into three levels: quoted market prices in active markets
for identical assets and liabilities (Level 1), inputs other than quoted market prices that are observable for
the asset or liability, either directly or indirectly (Level 2), and unobservable inputs for the asset or liability
(Level 3). SFAS 157 is effective for the Company's financial statements issued for the fiscal year beginning
April 1, 2008. Adoption of SFAS 157 did not have a material impact on the Company’s financial statements.

in February 2007, the FASB issued Statement of Financial Accounting Standard. 159, "The Fair Value
Option for Financial Assets and Financial Liabilities - Including an amendment of FASB Statement No. 115"
("SFAS 159"). SFAS 159 permits entities to choose to measure many financial instruments and certain
other items at fair value that are not currently required to be measured at fair value. SFAS 159 is effective
for the Company's fiscal year beginning April 1, 2008. Adoption of SFAS 159 did not have a material impact
on the Company's financial statements.

In December 2007, the Financial Accounting Standards Board ("FASB") issued Statement of Financial
Accounting Standards ("SFAS") No. 160, "Noncontrolling Interests in Consolidated Financial Statements -
An Amendment of ARB No. 51" ("SFAS 160"). SFAS 160 establishes accounting and reporting standards
for the noncontrolling interest in a subsidiary (previously referred to as minority interests). SFAS 160 also
requires that a retained noncontrolling interest upon the deconsolidation of a subsidiary be initially
measured at its fair value. Upon adoption of SFAS 160, companies will be required to report noncontrolling
interests as a separate component of stockholders' equity. Companies will also be required to present net
income allocable to noncontrolling interests and net income attributable to stockholders separately in their
statements of income. Currently, minority interests are reported as a liability or temporary equity in balance
sheets and the related income attributable to the minority interests is reflected as an expense in arriving at
net income (loss). SFAS 160 is effective for fiscal years, and interim periods within those fiscal years,
beginning on or after December 15, 2008. SFAS 160 requires retroactive adoption of the presentation and
disclosure requirements for existing minority interests. All other requirements of SFAS 160 shall be applied
prospectively. The Company does not currently have any noncontrolling interests in subsidiaries. SFAS
160 would only have an impact on subsequent acquisitions of noncontrolling interests.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[10] Recently issued accounting standards (continued):

In December 2007, the FASB issued SFAS No. 141R, "Business Combinations" ("SFAS 141R"), which
replaces SFAS No. 141, "Business Combinations.” SFAS 141R establishes principles and requirements for
determining how an enterprise recognizes and measures the fair value of certain assets and liabilities
acquired in a business combination, including noncontrolling interests, contingent consideration, and certain
acquired contingencies. SFAS 141R also requires acquisition-related transaction expenses and
restructuring costs be expensed as incurred rather than capitalized as a component of the business
combination. SFAS 141R will be applicable prospectively to business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. SFAS 141R would only have an impact on accounting for any businesses acquired after the effective
date of this pronouncement.

In March 2008, the FASB issued SFAS No. 161, "Disclosures about Derivative Instruments and Hedging
Activities - an amendment of FASB Statement No. 133" ("SFAS 161"). SFAS 161 changes the disclosure
requirements for derivative instruments and hedging activities. Entities are required to provide enhanced
disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative instruments and
related hedged items are accounted for under SFAS No. 133 and its related interpretations, and (c) how
derivative instruments and related hedged items affect an entity's financial position, financial performance
and cash flow. The guidance in SFAS 161 is effective for financial statements issued for fiscal years and
interim periods beginning after November 15, 2008, with early application encouraged. This Statement
encourages, but does not require, comparative disclosures for earlier periods at initial adoption. Adoption of
SFAS 161 is not expected to have a material impact on the Company’s financial statements.

In May 2008, the FASB issued SFAS 162, “The Hierarchy of Generally Accepted Accounting Principles”
(“SFAS 162”). SFAS 162 identifies a consistent framework, or hierarchy, for selecting accounting principles
to be used in preparing financial statements that are presented in conformity with Generally Accepted
Accounting Principles (“GAAP”) for nongovernmental entities. SFAS 162 is effective 60 days following the
SEC’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411, “The
Meaning of Present Fairly in Conformity with Generally Accepted Accounting Principles.” The Company
adopted SFAS 162 on November 15, 2008 and adoption had no effect on the Company’'s financial
statements.

NOTE C - RECEIVABLE FROM AND PAYABLE TO CLEARING BROKERS

At March 31, 2009, the receivable from clearing broker amount in the statement of financial condition represents
the Company's cash balance with its clearing broker, and the payable to clearing broker amount in the statement
of financial condition represents the amount owed to the Company’s clearing broker.

NOTE D - SECURITIES OWNED AND SECURITIES SOLD, BUT NOT YET PURCHASED

Securities owned and securities sold, but not yet purchased, at March 31, 2009 consist of:

Securities

Sold, but

Securities not yet '

Owned Purchased
Equity securities - marketable at fair value $2122,733 § 637,829
Equity securities - not readily marketable, at estimated fair value 123,755 -
Equity securities - total $2246488 § 637,829




HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE D - SECURITIES OWNED AND SECURITIES SOLD, BUT NOT YET PURCHASED (CONTINUED)
Fair Value Measurements

The Company adopted SFAS 157, "Fair Value Measurements," in the quarter ended June 30, 2008. SFAS 157
defines fair value, establishes a framework for measuring fair value and requires enhanced disclosures about fair
value measurements. As defined in SFAS 157, 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. In
determining fair value, the Company often utilizes certain assumptions that market participants would use in
pricing the asset or liability, including assumptions about risk and/or the risks inherent in the inputs to the
valuation technique. These inputs can be readily observable, market corroborated, or developed by the Company.
The fair value hierarchy ranks the quality and reliability of the information used to determine fair values. Financial
assets and liabilities carried at fair value are classified and disclosed in one of the following three categories:

Level 1 — Valued based on quoted prices at the measurement date for identical assets or liabilities trading in
active markets. Financial instruments in this category generally include actively traded equity securities.

Level 2 — Valued based on (a) quoted prices for similar assets or liabilities in active markets; (b) quoted prices for
identical or similar assets or liabilities in markets that are not active; (c) inputs other than quoted prices that are
observable for the asset or liability; or (d) from market corroborated inputs. Financial instruments in this category
include certain corporate equities that are not actively traded or are otherwise restricted.

Level 3 — Valued based on valuation techniques in which one or more significant inputs is not readily observable.
Included in this category are certain corporate debt instruments, certain private equity investments, and certain
commitments and guarantees.

As of March 31, 2009:

Securities owned, Level 1 Level 2 Level 3 Total

at fair value

Equities $ 2122733 123,755 $ - % 2,246,488
Total 3 2,122,733  § 123,755 $ - 93 2,246,488
Securities sold, but not yet Level 1 Level 2 Level 3 Total
purchased, at fair value

Equities $ 637,829 $ - $ -3 637,829
Total $ 637,829 $ - $ -9 637,829

The adoption of SFAS 157 did not have a material effect on the Company’s financial statements.

In February 2008, FASB Staff Position FAS 157-2 (“FSP FAS 157-2") was issued. FSP FAS 157-2 delayed the
effective date of SFAS 157 to fiscal years beginning after November 15, 2008, and interim periods within those
fiscal years, for nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in
the financial statements on a recurring basis. The delay was intended to allow additional time to consider the
effect of various implementation issues that have arisen from the application of SFAS 157. The Company believes
that FSP FAS 157-2 will not have a material impact on the Company’s financial statements.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE D - SECURITIES OWNED AND SECURITIES SOLD, BUT NOT YET PURCHASED (CONTINUED)
Fair Value Measurements (continued):

In October 2008, the FASB issued Staff Position No. FAS 157-3, “Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active” (“FSP FAS 157-3”). FSP FAS 157-3 applies to financial assets
within the scope of accounting pronouncements that require or permit fair value measurements in accordance
with Statement No. 157. FSP FAS 157-3 clarifies the application of Statement No. 157 in a market that is not
active and provides an example to illustrate key considerations in determining the fair value of a financial asset
when the market for that financial asset is not active. FSP FAS 157-3 is effective upon issuance and is to be
applied to prior periods for which financial statements have not been issued. We have adopted FSP FAS 157-3
effective October 10, 2008. The adoption of FSP FAS 157-3 has not materially affected our financial statements.

In April 2009, the FASB issued Staff Position No. FAS 157-4, “Determining Fair Value When the Volume and
Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not
Orderly” (“FSP FAS 157-4”"). FSP FAS 157-4 provides additional guidance for estimating fair value in accordance
with Statement of Financial Accounting Standards No. 157, Fair Value Measurements, when there is no active
market or where the price inputs being used represent distressed sales. FSP FAS 157-4 also includes guidance
on identifying circumstances that indicate a transaction is not orderly. FSP FAS 157-4 is effective for interim
reporting periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15,
2009. The adoption of FSP FAS 157-4 is not expected to have a material effect on our financial statements.

Fair Value Option

SFAS 159, “The Fair Value Option for Financial Assets and Financial Liabilities”, permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value, with changes in fair value recognized in earnings as they occur. SFAS 159 permits the fair
value option election on an instrument-by-instrument basis at initial recognition of an asset or liability or upon an
event that gives rise to a new basis of accounting for that instrument. The difference between the carrying value
and fair value at the election date is recorded as a transition adjustment to opening retained earnings. SFAS 159
became effective April 1, 2008, however, the Company did not elect to apply the fair value option to any assets or
liabilities that are not currently required to be measured at fair value.

NOTE E - FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS
A summary of the furniture, equipment, and leasehold improvement balances are as foliows:

As of
March 31, 2009

Furniture and equipment $ 724,803
Leasehold improvements 95,574
820,377

Less: Accumulated depreciation and amortization (553,128)
$ 267,249

Furniture, equipment and leasehold improvements are recorded at cost. When assets are sold or retired, the cost
and related accumulated depreciation are eliminated from the accounts, and any resuiting gain or loss is reflected
in income for the period. The cost of maintenance and repairs is charged to expense as incurred. Leasehold
improvements, once placed in service, are being amortized over the shorter period of the useful life or the
remainder of the lease term. Depreciation is computed using the straight-line method over the estimated useful
life of the related asset, which has generally been about three years.



HUDSON SECURITIES, INC.

Notes to Financial Statement
March 31, 2009

NOTE F - PREPAID COMPENSATION

At March 31, 2009, the Company had $2,894,000 ($1,869,167 net of accumulated amortization of $1,024,833) of
outstanding loans to 4 employees which were provided as an incentive for joining the Company. The employees
signed employment agreements and promissory notes with the Company bearing interest at rates ranging from
4% to 5%. The employment agreements specify that the Company will forgive the loans and interest, or a portion
thereof, if the employees remain employed with the Company for a certain duration. During the fiscal year ended
March 31, 2009, the Company forgave $1,875,000 of fully amortized loans, plus the related accrued interest. The
loans are being amortized on a straight-line basis over the period specified in the employment agreements.

On September 8, 2008, one of the employees with an outstanding loan resigned from the Company. This
individual joined the Company on September 7, 2007 and, in accordance with the negotiated arrangement, the
Company repaid a $1,019,000 debt to his former employer. The employee signed a $1,019,000 promissory note
evidencing his indebtedness to the Company and a 4% interest rate on the note balance. The employee also
signed an employment agreement, which evidenced the negotiated arrangement, whereby half of the loan and
the related interest was scheduled to be forgiven on the first anniversary (September 7, 2008) of his employment
and the other half was scheduled to be forgiven on the second anniversary of his employment (September 7,
2009), subject to his having deposited certain required payroll tax withholding amounts with the Company.
Based on the terms of the employment agreement, the Company was amortizing the loan balance ratably over
the course of the two year forgiveness period and, accordingly, the book value of the loan on the resignation date
was $509,500, or half of the $1,019,000 original foan balance.

On September 9, 2008, the Company’s attorneys sent a letter to the former employee demanding that he
immediately repay the $1,019,000 loan amount, plus interest, because he never deposited the required payroll tax
wit