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Arthur F. Bell, Jr. & Associates, L.LC.

CERTIFIED PUBLIC ACCOUNTANTS 201 International Circle, Suite 200
Hunt Valley, Maryland 21030 USA

Tel: 410.771.0001 - Fax: 410.785.9784

www.afb-a.com

INDEPENDENT AUDITOR’S REPORT

To the Stockholders
6800 Capital Securities, Inc.

We have audited the accompanying statement of financial condition of 6800 Capital Securities, Inc. (the
Company) as of December 31, 2004, and the related statements of operations, changes in stockholders’
equity and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s 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 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 statements.
An audit also includes 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 statements referred to above present fairly, in all material respects, the
financial position of 6800 Capital Securities, Inc. as of December 31, 2004, 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 a
whole. The information contained on pages 8 and 9 is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by
rule 17a-5 under the Securities 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, 1s fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

Oty F- Betl G v Cusoceales £ ¢ ¢

Hunt Valley, Maryland
February 10, 2005
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6800 CAPITAL SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2004

ASSETS
Cash
Due from affiliate

Total assets

STOCKHOLDERS’ EQUITY
Common stock — $.01 par value, 1,000 shares authorized,
200 shares issued and outstanding
Additional paid-in capital
Accumulated deficit

Total stockholders’ equity

See accompanying notes.

2.

$ 11,076
25.573

3 36,649

$ 2
46,098

(9.451)
$ 36,649
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REVENUE
Fee revenue
Interest income

Total revenue
EXPENSES

Selling agent compensation
Other expenses

Total expenses

NET INCOME

6800 CAPITAL SECURITIES, INC.
STATEMENT OF OPERATIONS
For the Year Ended December 31, 2004

See accompanying notes.
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$73,924
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6800 CAPITAL SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
For the Year Ended December 31, 2004

Additional
. Common Paid-in Accumulated
Stock Capital Deficit Total
Balances at
December 31, 2003 $ 2 $46,098 $(18,922) $27,178

Net income for the year
ended December 31, 2004

’O
o
O
ESN
~J
[a—
FD
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~J]
[—

Balances at
December 31, 2004

[

$46,098 $ (9451 $ 36,649

See accompanying notes.
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6800 CAPITAL SECURITIES, INC.
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2004

Cash flows from (for) operating activities
Net income $ 9471
Adjustments to reconcile net income to
net cash (for) operating activities:

(Increase) in due from affiliate _ (9.668)
Net cash (for) operating activities (197)

Cash - beginning of year 11.273
Cash — end of year $11.076

See accompanying notes.
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Note 1.

Note 2.

6800 CAPITAL SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. General Description of the Company

6800 Capital Securities, Inc. (the Company) is a Delaware corporation organized on
March 15, 1996. The Company is registered with the Securities and Exchange Commission
as a broker and dealer in securities and is a member of the National Association of
Securities Dealers, Inc.

B. Method of Reporting

The Company’s financial statements are presented in accordance with accounting principles
generally accepted in the United States of America, which require the use of certain
estimates made by the Company’s management.

C. Income Taxes

The Company has elected S Corporation status for U.S. and applicable state income tax
purposes. All income or loss of the Company is taxable to the stockholders on an
individual basis, however, the state of New Jersey imposes a minimum income tax of $500
on the Company.

D. Revenue Recognition

The Company eamns fee revenue from services performed for an affiliate. Such revenues
are recognized in income when earned.

RELATED PARTY TRANSACTIONS

The Company’s stockholders are members of 6800 Capital, L.L.C. The Company and 6800
Capital, L.L.C. have an expense agreement whereby 6800 Capital, L.L.C. pays the salaries,
administrative, operating, rent, utilities, registration, taxes and professional expenses of the
Company.

The Company has an agreement with 6800 Capital, L.L.C. in which 6800 Capital, L.L.C. pays
the Company a portion of the management and incentive fees earned by 6800 Capital, L.L.C.
(from investment funds for which 6800 Capital, L.L.C. is General Partner or Investment Advisor)
related to investors in affiliated funds introduced to 6800 Capital, L.L.C. by an affiliated selling
agent (a family member of one of the Company’s stockholders). At December 31, 2004, the
amount due from 6800 Capital, L.L.C. pursuant to this agreement is $25,573 and is reflected as
Due from Affiliate in the Statement of Financial Condition. The Company also has an agreement
with the affiliated selling agent in which the Company compensates the affiliated selling agent for
services rendered in soliciting and assisting in the sale of 6800 Capital, L.L.C. products through
the Company and providing continuing services with respect to the investors introduced by the
selling agent.
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Note 3.

Note 4.

6800 CAPITAL SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain both minimum net capital, as defined under such provisions,
and a ratio of aggregate indebtedness to net capital not to exceed 15 to 1. At December 31, 2004,
the Company has net capital of $11,076, which is $6,076 in excess of its required net capital of
$5,000. The Company’s ratio of aggregate indebtedness to net capital is 0 to 1.

GUARANTEES

In the normal course of business, the Company enters into contracts and agreements that contain
a variety of representations and warranties and which provide general indemnifications. The
Company’s maximum exposure under these arrangements is unknown, as this would involve
future claims that may be made against the Company that have not yet occurred. The Company
expects the risk of any future obligation under these indemnifications to be remote.



)

)

)

0

O

0

SUPPLEMENTAL INFORMATION




)

)

)

{)

{

6800 CAPITAL SECURITIES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
December 31, 2004

Total stockholders’ equity (Net Capital) $ 36,649
Deduct items not allowable for net capital purposes
Non-allowable assets (25.573)
Net capital $11.076
Minimum net capital required — 6.67% of aggregate indebtedness 3 0
(Note 1, below)
Minimum regulatory dollar net capital requirement § 5,000
Net capital shown above $11,076
Minimum net capital requirement 5.000
Excess net capital $ 6,076
Total aggregate indebtedness (total liabilities) A 0
Ratio of aggregate indebtedness to net capital 0.00 %

Statement Pursuant to Paragraph (d) of Rule 17a-5:

The computation of net capital and required net capital stated above agrees with the 6800 Capital
Securities, Inc. computation of net capital and required net capital from the December 31, 2004 Unaudited
Financial and Operational Combined Uniform Single Report (FOCUS IIA), except for total stockholders’
equity and non-allowable assets which were understated in the FOCUS IIA by $20,966 due to an
adjustment to the Company’s income accruals.

Note 1 — Computation of Aggregate Indebtedness
Total aggregate indebtedness at December 31, 2004 is as follows:

Total liabilities $ 0
Less indebtedness adequately

collateralized by securities 0
Aggregate indebtedness $ 0




6800 CAPITAL SECURITIES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 AND INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
December 31, 2004

‘The Company does not file information in accordance with Rule 15¢3-3 as it is a broker-dealer which

carries no margin accounts, promptly transmits all customer funds received in connection with its
activities, and does not hold funds or securities for, or owe money to, customers. Therefore, 6800 Capital
Securities, Inc. claims the k(2)(i) exemption in relation to Rule 15¢3-3.



6800 CAPITAL SECURITIES, INC.

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL



=5, Arthur F. Bell, Jr. & Associates, L.LC.

CERTIFIED PUBLIC ACCOUNTANTS 201 International Circle, Suite 200
Hunt Valley, Maryland 21030 USA

Tel: 410.771.0001 - Fax: 410.785.9784

www.afb-a.com

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Stockholders
6800 Capital Securities, Inc.

In planning and performing our audit of the financial statements and supplemental information of 6800
Capital Securities, Inc. (the Company), for the year ended December 31, 2004, we considered its internal
control in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the Company’s internal control nor 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.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review
the practices and procedures followed by the Company in any of the following:

1.  Making quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management 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, 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 SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph. ‘
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6800 Capital Securities, Inc.

Because of inherent limitations in internal control or 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.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving the Company’s internal
control 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 a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the stockholders, management, the SEC, the
National Association of Securities Dealers, Inc. 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 is not
intended to be and should not be used by anyone other than these specified parties.

(Wit = Bt/ Qv.»mm (L

Hunt Valley, Maryland
February 10, 2005
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