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Citrin Cooperman Company LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS REPORT

To the Partners

The Keystone Equities Group LP

We have audited the accompanying statement of financial condition of The Keystone Equities Group

LP limited partnership the Partnership as of December 31 2009 and the related statements of

operations changes in partners capital and cash flows for the year then ended that you are filing

pursuant to Rule 17a5 under the Securities Exchange Act of 1934 These financial statements are the

responsibility of the Partnerships management Our responsibility
is to express an opinion on these

financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes

consideration of internal control over financial reporting as 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 Partnerships internal control over financial reporting Accordingly we express no

such opinion An audit includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly
in all material respects the

financial position of The Keystone Equities Group LP as of December 31 2009 and the results of its

operations and its cash flows for the year then ended in conformity with accounting principles

generally accepted in the United States of America

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

as whole The information contained in the supplementary schedules on pages 13 14 is presented for

purposes of additional analysis and is not required part of the basic financial statements but is

supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934 Such

information has been subjected to the auditing procedures applied in the audit of the basic financial

statements and in our opinion is fairly stated in all material respects in relation to the basic financial

statements taken as whole

4SLdb4 -yi4LcP
CERTIFIED PUBLIC ACCOUNTANFS

February 25 2010

1800 JFK BOULEVARD PHILADELPHIA PA 19103 215 545-4800 FAX 215 545-4810



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31 2009

ASSETS

Cash
78718

Deposit with clearing organization
100000

Due from affiliates

47865

Prepaid expenses

823

Employee advances
411021

Property and equipment net
48.076

TOTAL ASSETS
686.503

LIABILITIES AND PARTNERS CAPITAL

Liabilities

Accounts payable
128889

Commitments and contingencies Note

Partners capital
557.614

TOTAL LIABILITIES AND PARTNERS CAPITAL 686.503

See accompanying notes to financial statements



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31 2009

Revenues

Commissions
263843

Interest income
501

Other income
11 81

Total revenues
276.159

Expenses

Salary
and salary-related expenses

315688

Commission and other fees
162191

Write down of uncollectible employee advances 50535

Depreciation and amortization
40793

Entertainment
1989

Insurance
4522

Office expenses
42775

Professional fees
62655

Registration and licensing fees
18609

Rent 90607

Telephone
24391

Travel
7.947

Total expenses
822.702

NET LOSS 546.54

See accompanying notes to financial statements



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

STATEMENT OF CHANGES IN PARTNERS CAPITAL

FOR THE YEAR ENDED DECEMBER 31 2009

Keystone Keystone

General Group

Partners Inc Holdings LP Total

Balance-January 2009 4373 745530 741157

Capital contributions 363000 363000

Net loss 5465 541.078 546.543

BALANCE DECEMBER 31 2009 9.8 567.452 557614

See accompanying notes to financial statements



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31 2009

Cash flows from operating activities

Net loss
546543

Adjustments to reconcile net loss to net cash used in operating activities

Depreciation and amortization
40793

Changes in operating assets and liabilities

Deposit with clearing organization
50000

Receivable from clearing organization
416

Due from/to affiliates
55925

Accounts receivable
6000

Prepaid expenses
809

Employee advances
68041

Accounts payable
111.272

Net cash used in operating activities 325137

Cash provided by financing activities

Capital contributions
363.000

Net increase in cash
37863

Cash beginning
40.855

CASH ENDING 78.718

See accompanying notes to financial statements



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE BUSINESS ACTIVITY

The Keystone Equities Group LP the Partnership Pennsylvania limited

partnership is broker-dealer registered with the Securities and Exchange Commission

the SEC and is licensed by the Financial Industry Regulatory Authority Inc

FINRA The Partnership is owned by Keystone General Partners Inc the general

partner and l% owner and Keystone Group Holdings LP the limited partner and 99%

owner The Partnership is engaged in single line of business as securities broker-

dealer which comprises several classes of services including investment banking

securities brokerage services for individual clients and strategic consulting services The

Partnership is an introducing broker and clears all transactions through clearing

organization on fully disclosed basis

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of estimates

The preparation of financial statements in conformity with accounting principles

generally accepted in the United States of America GAAP 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 revenues and expense during the reporting

period Actual results could differ from those estimates

Concentrations of credit risk

At December 31 2009 the Partnership is engaged in trading and other business

consulting services to limited clientele The Partnership uses one clearing broker for all

of its business The Partnership permits the clearing broker to extend credit to its

clientele secured by cash and securities in the clients account The Partnerships

exposure to credit risk associated with the non-performance by its customers and

counterparties in fulfilling their contractual obligations can be directly impacted by

volatile or illiquid trading markets which may impair the ability of the customers and

counterparties to satisfy
their obligations to the Partnership The Partnership has agreed

to indenmify the clearing broker for losses they incur while extending credit to the

Partnerships clients It is the Partnerships policy to review as necessary the credit

standing of its customers and any counterparty The Partnership does not believe it is

exposed to significant risk for non-performance by its customers or counterparties

Financial instruments that
potentially subject the Partnership to significant

concentrations of credit risk consist principally
of cash deposits and commissions

receivable Balances with the clearing
broker are insured to their full amount

In addition to balances maintained with the clearing broker the Partnership maintains

checking account at commercial bank The account is insured by the Federal Deposit

Insurance Corporation up to $250000 At times the Partnership may exceed these

limits The Partnership does not believe it is exposed to any significant
credit risks for

its financial instruments



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

Revenue recognilion

Customer security transactions and the related commission income and expenses are

recorded on trade-date basis as securities transactions occur

The Partnership earns fees as placement agent for client securities Cash placement

fees earned as placement agent for client securities are recognized upon the sale of

client securities Warrants to purchase client securities received as additional

compensation in certain placements are recorded at estimated fair value upon receipt

Other income includes fees from strategic consulting services Fees from strategic

consulting services are recognized when services are performed and collectibility is

probable

Fair value of fmancial instruments

The carrying amounts reported in the statement of financial condition for cash

receivables and accounts payable approximate fair value based on the short-term

maturity of these instruments

Proper and equipment

Property and equipment are recorded at cost Depreciation and amortization are

calculated using the straight-line method based on the estimated useful lives of the

related assets which range from three to ten years Leasehold improvements are

amortized over the shorter of the lease term including anticipated renewals or their

estimated useful lives When assets are retired or otherwise disposed of the costs and

related accumulated depreciation are removed from the accounts and any gain or loss

on disposal is recognized

The Partnership reviews long-lived assets for impairment whenever circumstances and

situations change such that there is an indication that the carrying amounts may not be

recoverable If the carrying amount of the asset exceeds the undiscounted future cash

flows expected to be generated by the asset an impairment charge is recognized

Recently adopted accounting pronouncements

In June 2009 the Financial Accounting Standards Board FASB issued authoritative

guidance that established the FASB Accounting Standards Codification Codification

or ASC as the source of authoritative GAAP recognized by the FASB to be applied

to all nongovernmental entities The Codification supersedes all of the existing

accounting and reporting standards applicable to privately
held companies upon its

effective date and subsequently the FASB will not issue new standards in the form of

FASB Statements FASB Staff Positions or Emerging Issues Task Force Abstracts The

guidance is not intended to change or alter existing
GAAP The guidance became

effective for the Partnership for the year
ended December 31 2009 The guidance did

not have an impact on the Partnerships financial position results of operations or cash

flows All references to previous numbering of FASB statements FASB Staff Positions

or Emerging Issues Task Force Abstracts have been removed from the financial

statements and accompanying notes



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

Recently adopted accounting pronouncements continued

On January 2009 the Partnership adopted the new standard for uncertainty in

income taxes The Partnership is required to apply the more likely than not threshold

to the recognition and derecognition of tax positions The standard also provides

guidance on the measurement of tax positions balance sheet classification interest and

penalties accounting in interim periods disclosures and transition Adoption of the

new standard did not have material effect on the Partnerships financial statements

Income taxes

The Partnership is not subject to income taxes as separate entity Taxes on income or

loss of the Partnership are determined by the individual circumstances of each partner

and are based on the individual income tax returns of the partners Consequently

partnership income or loss is presented without provision for income taxes

Partnership income and losses are allocated according to each partners ownership

interest except in situations where federal income tax law overrides

Subsequent events

In May 2009 the FASB issued guidance related to subsequent events which was

primarily codified into FASB ASC 855 Subsequent Events This guidance establishes

general standards of accounting for and disclosure of events that occur after the date of

the statement of financial condition but before financial statements are issued In

particular the guidance sets forth the period after the date of the statement of

financial condition during which management of reporting entity
should evaluate

events or transactions that may occur for potential recognition or disclosure in the

fmancial statements the circumstances under which an entity should recognize

events or transactions occurring after the date of the statement of financial condition in

its fmancial statements and the disclosures that an entity
should make about events

or transactions that occurred after the date of the statement of financial condition

FASB ASC 855 is effective for interim or annual periods ending after June 15 2009

and is to be applied prospectively The Partnership adopted FASB ASC 855 as of

December 31 2009 The Partnership has evaluated all events or transactions that

occurred after December 31 2009 up through the date that the fmancial statements

were available to be issued on February 25 2010



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE RELATED PARTY TRANSACTIONS

Beginning in February 2009 the Partnership leases office space from 1003 Egypt Road

Associates LP 1003 Egypt Road under month-to-month arrangement Affiliates of

the Partnerships owners are also partners in 1003 Egypt Road The Partnership

subleased office space from 1003 Egypt Road under month-to-month operating leases

with two subtenants during the year ended December 31 2009 Rent expense for the

year ended December 31 2009 was $90607 net of sublease rentals of $27125 The

Partnership owed $78488 to 1003 Egypt Road for lease payments as of December 31

2009

Keystone Group Holdings LP charged the Partnership for management fees and

operating expenses totaling $88094 for the year ended December 31 2009 The due

from affiliates balance of $47865 on December 31 2009 consists of $45120 of

outstanding amounts due from Keystone Group Holdings LP and $1493 of

outstanding amounts due from Keystone Asset Advisors LP During the year ended

December 31 2009 Keystone Group Holdings LP contributed $363000 of capital to

the Partnership

NOTE PROPERTY AND EqUIPMENT

Property and equipment consisted of the following at December 31 2009

Computers 50573

Office equipment 20949

Furniture and fixtures 7000

Leasehold improvements 152.314

230836

Less accumulated depreciation and amortization 182.760

Property and equipment net 48.076

Depreciation and amortization expense for the year ended December 31 2009 was

$40793

NOTE COMMITMENTS AND CONTINGENCIES

In the normal course of business the Partnership enters into underwriting

commitments Transactions relating to such underwriting commitments that were open

at December 31 2009 and were subsequently settled had no material effect on the

financial statements as of that date

The Partnership is subject to litigation
from time to time in the ordinary course of

business Although the amount of any liability with respect to such
litigation

cannot be

determined in the opinion of management such liabilities will not have material

adverse effect on the Partnerships financial condition or results of operations

10



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE COMMITMENTS AND CONTINGENCIESCONTINUED

The Partnership leases office equipment under noncancelable operating lease that

expires
in November 2013 The following are future minimum lease payments under

this operating lease agreement in the aggregate as of December 31 2009

Year ending December 31

2010 3228

2011 3228

2012 3228

2013 2.825

12.509

NOTE FAIR VALUE MEASUREMENTS

FASB ASC 820 Fair Value Measurements and Disclosures establishes framework for

measuring fair value That framework provides fair value hierarchy that prioritizes
the

inputs to valuation techniques used to measure fair value The hierarchy gives the

highest priority to unadjusted quoted prices in active markets for identical assets or

liabilities Level measurements and the lowest priority to unobservable inputs Level

measurements Categorization within the valuation hierarchy is based upon the

lowest level of input that is significant to the fair value measurement Valuation

techniques used need to maximize the use of observable inputs and minimize the use of

unobservable inputs Under the new standard fair value is defined as the exit price or

the amount that would be received to sell an asset or transfer liability in an orderly

transaction between market participants as of the measurement date

The three levels of the fair value hierarchy under FASB ASC 820 are described as

follows

Level inputs to the valuation methodology are unadjusted quoted prices
for

identical assets or liabilities in active markets that the Partnership has the ability to

access

Level inputs to the valuation methodology include quoted prices
for similar assets

or liabilities in active markets quoted prices for identical asset or liabilities in inactive

markets inputs other than quoted prices that are observable for the asset or liability

and inputs which are derived principally
from or corroborated by observable market

data by correlation or other means

Level inputs to the valuation methodology are unobservable and significant to the

fair value measurement

At December 31 2009 the Partnership owned warrants to purchase common stock that

is publicly traded and warrants to purchase common stock that is privately traded The

carrying value of these warrants is $0 at December 31 2009 which reflects current fair

value These warrants are classified as Level

The Partnership had no assets classified as Level that changed for the year
ended

December 31 2009

11



THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2009

NOTE FAIR VALUE MEASUREMENTS CONTINUED

The following methods and assumptions were used to estimate the fair value of each

class of financial instrument for which it is practicable to estimate that value

The Partnership estimates the fair value of warrants to purchase common stock

based on the fair value of the publicly
traded common stock

The Partnership estimates the fair value of warrants to purchase privately
held

common stock to be $0 due to lack of marketability of those warrants

NOTE EMPLOYEE ADVANCES

The Partnership made advances to employees totaling $411021 as of December 31

2009 These advances are without interest and have no specific
terms for repayment

NOTE NET CAPITAL REQUIREMENTS

The Partnership is subject to the SECs Uniform Net Capital Rule SEC Rule 15c3-1

which requires the maintenance of minimum net capital
and that the ratio of aggregate

indebtedness to net capital both as defined not exceed 15 to At December 31 2009

the Partnership had net capital
of $49829 which exceeded the Partnerships minimum

net capital requirement of $5000 The Partnerships ratio of aggregate
indebtedness to

net capital was 2.58 to at December 31 2009

12
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THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-l

OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31 2009

Partners capital
557.614

Non-allowable assets

Due from affiliates 47865

Prepaid expenses
823

Employee advances 411021

Property and equipment net 48.076

Total non-allowable assets 507.785

NET CAPITAL 49829

Minimum capital required per 15c3-1 a2vi 8.592

Excess net capital net capital
less net capital required

41.237

Excess net capital at 1000% net capital
less 10% of aggregate indebtedness 36.941

MINIMUM NET CAPITAL

Computation of basic net capital requirement

Aggregate indebtedness AT 128.889

2/3% of AT 8.592

Statutory minimum net capital required
5.000

Minimum net capital the
greater

of 6-2/3% of AT or statutory
amount 8.592

Ratio Alto net capital
2.58 to

There are no material differences between the amounts presented above and the amounts reported

in the Partnerships unaudited FOCUS report as of December 31 2009 as amended on February 24

2010

See independent auditors report
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THE KEYSTONE EQUITIES GROUP LP

Limited Partnership

OTHER INFORMATION
DECEMBER 31 2009

COMPUTATION FOR DETERMINATION OF THE RESERVE REQUIREMENTS

UNDER RULE 15c3-3 OF THE SEC

The Partnership operates
under the exemptive provisions of Paragraph k2ii of SEC Rule 15c3-

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS

UNDER RULE 15c3-3 OF THE SEC

The Partnership is subject to the exemptive requirements of SEC Rule 15c3-3 and did not maintain

possession or control of any customer funds or securities at December 31 2009

See independent auditors report
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Citrin Cooperman Company LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL REQUIRED BY

SEC RULE 17a-5gl FOR BROKER-DEALER CLAIMING AN EXEMPTION FROM

SEC RULE 15c3-3

To the Partners

The Keystone Equities Group LP

In planning and performing our audit of the financial statements of The Keystone Equities Group LP

the Partnership as of and for the year ended December 31 2009 in accordance with auditing

standards generally accepted in the United States of America we considered the Partnerships internal

control over financial reporting internal control as basis for designing our auditing procedures for

the purpose
of expressing our opinion on the financial statements but not for the purpose

of

expressing an opinion on the effectiveness of the Partnerships internal control Accordingly we do not

express an opinion on the effectiveness of the Partnerships internal control

Also as required by Rule 17a-5gl of the Securities Exchange Commission SEC we have made

study of the practices
and procedures followed by the Partnership including consideration of control

activities for safeguarding securities This study included tests of such practices
and procedures that we

considered relevant to the objectives
stated in Rule 17a-5g in making the periodic computations of

aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a11 and for

determining compliance with the exemptive provisions of Rule 15c3-3 Because the Partnership does

not carry
securities accounts for customers or perform custodial functions relating to customer

securities we did not review the practices
and procedures followed by the Partnership in any

of the

following

Making quarterly
securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a-1

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Partnership is responsible for establishing
and maintaining internal control and

the practices
and procedures referred to in the preceding paragraph In fulfilling this responsibility

estimates and judgments by management are required to assess the expected benefits and related costs

of controls and of the
practices

and procedures referred to in the preceding paragraph and to assess

whether those practices and procedures can be expected to achieve the SECs above-mentioned

objectives Two of the objectives of internal control and the practices and procedures are to provide

management with reasonable but not absolute assurance that assets for which the Partnership has

responsibility are safeguarded against loss from unauthorized use or disposition and that transactions

are executed in accordance with managements authorization and recorded properly to permit the

preparation of financial statements in conformity with generally accepted accounting principles Rule

17a-5g lists additional objectives of the practices
and procedures listed in the preceding paragraph

15
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Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future

periods is subject to the risk that they may become inadequate because of changes in conditions or that

the effectiveness of their design and operation may deteriorate

control defiieny exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis sgnficant deficieny is deficiency or combination of deficiencies in

internal control that is less severe than material weakness yet important enough to merit attention by

those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Partnerships fmancial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding 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 this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices
and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such purposes

Based on this understanding and on our study we believe that the Partnerships practices
and

procedures as described in the second paragraph of this report were adequate at December 31 2009

to meet the SECs objectives

This report is intended solely for the information and use of the partners management the SEC the

Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on Rule 17a-5g

under the Securities Exchange Act of 1934 in their regulation of
registered

brokers and dealers and is

not intended to be and should not be used by anyone other than these specified parties

CERTIFIED PUILIC ACCOUNTANT

February 25 2010
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