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OATH OR AFFIRMATION

I, Stephen R. Kinkade, affirm that, to the best of my knowledge and belief, the accompanying
financial statements and supplemental schedules pertaining to Fremont Capital, Inc. (“Fremont
Capital”) as of and for the year ended December 31, 2004, are true and correct. [ further affirm
that neither Fremont Capital nor any officer or director has any proprietary interest in any account
classified solely as that of a customer.
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Deloitte.

50 Fremont Street
San Francisco, CA 94105-2230
USA

Tel: +1 415 783 4000
Fax: +1 415 783 4329
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Fremont Capital, Inc.

We have audited the accompanying statement of financial condition of Fremont Capital, Inc. (the
“Company”) as of December 31, 2004 and the related statements of operations, changes in
stockholder’s 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
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 also includes examining, on a 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 a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position
of Fremont Capital, 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 as a
whole. The supplemental schedules appearing on pages 12 and 13 are presented for the purpose of
additional analysis and are not a required part of the basic financial statements, but are supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. These schedules are
the responsibility of the Company’s management. Such schedules have been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our opinion, are fairly stated
in all material respects when considered in relation to the basic financial statements taken as a whole.

As discussed in Note 1 to the financial statements, the accompanying financial statements have been
prepared from the books and records maintained by the Company and may not necessarily be
indicative of the conditions that would have existed or the results of operations if the Company had
operated independently of Fremont Investors, Inc.

Dibritle, 4 Touche LLP

February 16, 2005

Member of
Deloitte Touche Tohmatsu




FREMONT CAPITAL, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2004

ASSETS

Cash and cash equivalents
Investments
Prepaid expenses

Total assets

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Accrued expenses
Payables to related parties

Total liabilities

Stockholder's Equity:
Common stock, par value $0.01 per share; 10,000 shares
authorized; 50 shares issued and outstanding
Capital in excess of par value
Accumulated deficit

Total stockholder's equity

Total liabilities and stockholder's equity

The accompanying notes are an integral
part of these financial statements.
-3-

$ 124,926
11,814
2,205

5 _138.045_

$ 12,200
4,858

17,058

1
394,999
(273,113)

121,887

§ 188945




FREMONT CAPITAL, INC.
STATEMENT OF OPERATIONS
For the year ended December 31, 2004

Revenue:
Interest income $ 700
Total revenues 700

Expenses:
Administrative services expenses paid to a related party (48,691)
Regulatory fees (12,788)
Consulting fees (4,750)
Other operating expenses (901)
Total expenses (67,130)
Loss from operations (66,430)
Change in value of trading securities . (532)
Loss before income taxes (66,962)
Income tax expense (800)
Net loss ‘ $ (67,762)

The accompanying notes are an integral
part of these financial statements.
4.




FREMONT CAPITAL, INC.

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
For the year ended December 31, 2004

Capital in
Common Excess of Accumulated Stockholder's
Stock Par Value Deficit Equity
Balance, January 1, 2004 § 1 $ 249,999 $ (205,351) 44,649
Capital contribution - 145,000 - 145,000
Net loss - - (67,762) (67,762)
Balance, December 31, 2004 $ 1 § 394,999 $ (273,113) 121,887

The accompanying notes are an integral
part of these financial statements.
5.




FREMONT CAPITAL, INC.
STATEMENT OF CASH FLOWS
For the year ended December 31, 2004

Cash flows from operating activities:
Net loss

Adjustment to reconcile net loss to net cash
used in operating activities:

Increase in prepaid expenses
Increase in accrued expenses
Increase in payables to related parties
Decrease in investments
Net cash used in operating activities
Cash flows from financing activity:
Capital contribution
Net cash provided by financing activity
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

The accompanying notes are an integral
part of these financial statements.
-6-
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(1,855)
3,000
1,257

532

(64,828)

145,000
145,600
80,172
44,754

$ 124,926




FREMONT CAPITAL, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2004

Organization:

Fremont Capital, Inc. (the “Company”) was incorporated in Delaware on February 9, 1993
under the name of Fremont Securities, Inc. The name was changed to Fremont Capital, Inc.
effective April 9, 1993. On June 4, 1993, the Company was granted registration as a broker-
dealer in securities by the Securities and Exchange Commission (“SEC”) pursuant to Section
15(b) of the Securities Exchange Act of 1934. The Company was accepted as a member of the
National Association of Securities Dealers, Inc. (*NASD”) on July 16, 1993. The Company's
primary business is acting as an agent in the placement of limited partnership interests and
providing administrative services to related parties. The Company does not carry securities
accounts for customers.

The Company is a wholly-owned subsidiary of Fremont Investors, Inc. (the “Parent”). The
Company has incurred operating losses and negative cash flows from operations. The Company
plans to finance its operations primarily through financing from its Parent which has committed
to continue funding the Company as needed through at least December 31, 2005.

Significant Accounting Policies:
Basis of Accounting:
Revenues and expenses related to selling interests in limited partnerships are recorded upon
approval of all required documents for the limited partnership. Revenues related to providing
administrative services are recorded as earned, while the related expenses are recorded as
incurred.

Cash and Cash Equivalents:

Cash and cash equivalents consist of a demand deposit account at Wells Fargo Bank, N.A.
and amounts held in a money market fund for which an affiliate, Fremont Investment
Advisors, Inc., another subsidiary of the Parent, acts as an advisor. The Company classifies
all short-term, highly liquid investments with original maturities of three months or less as
cash equivalents. Due to the relatively short-term nature of these investments, the carrying
value approximates fair value.

Financial Instruments:

The Company does not enter into forwards, swaps, futures or other derivative product
transactions that result in off-balance sheet risk. The carrying amounts of other financial
instruments recorded in the Statement of Financial Condition (which include cash,
investments, receivables and payables) approximate fair value at December 31, 2004.

7.



FREMONT CAPITAL, INC.

NOTES TO FINANCIAL STATEMENTS, Continued
’ December 31, 2004

2. Significant Accounting Policies (continued):

Investments:

Investments include NASDAQ Stock Market, Inc. warrants and common stock. Warrants are
not registered for public sale and are carried at estimated fair value as determined by
management. At December 31, 2004, these warrants were valued at $1,724, whose value has
been estimated by management using an option pricing model. The common stock is traded
over-the-counter and is valued at the last sale price.

Taxes on Income:
The Company is a member of a group that includes the Parent and files both a consolidated
federal income tax and a combined California franchise tax return. Under the tax sharing

‘agreement with the Parent, the Company's current and deferred tax liabilities are calculated

as if it were a separate taxpayer, except that the effect of graduated rates is not considered.

Deferred income taxes are provided for differences between the financial and tax bases of an
asset or liability that will result in taxable or deductible amounts in future years when the
asset or liability is recovered or settled, respectively. A valuation allowance is recognized for
deferred tax assets when it is more likely than not that some portion or all of the deferred tax
asset will not be realized.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Recently Issued Accounting Standards:

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FIN No. 46,
Consolidation of Variable Interest Entities, and in December 2003, issued FIN No. 46/R
(revised December 2003), Consolidation of Variable Interest Entities. The purpose of these
interpretations is to provide guidance on how to identify a variable interest entity (“VIE”) and
determine when the assets, liabilities, noncontrolling interests, and results of operations of a
VIE need to be included in a Company’s financial statements. Effective January 1, 2005, a
Company that holds variable interests in an entity will need to consolidate that entity if the
Company’s interest in the VIE is such that the Company will absorb a majority of the VIE’s
expected losses and/or receive a majority of the VIE’s expected residual returns, if they occur.
New disclosure requirements are also prescribed by the interpretations. The Company has
determined that it is not reasonably possible that it will be required to consolidate or disclose
information about a variable interest entity upon the effective date of FASB Interpretation No.
46, Consolidation of Variable Interest Entities.

-8-



FREMONT CAPITAL, INC.

NOTES TO FINANCIAL STATEMENTS, Continued
December 31, 2004

3. Investments:

Investments are comprised of the following at December 31:

Fair Value
Common Stock $10,090
Warrants 1,724

Total Investments $11,814

The warrants are separated into tranches of 1,200 shares each. The exercise dates are as set
forth in the following table:

Start Date Expiration Date Exercise Price
June 28, 2004 June 27, 2005 $15.00
June 28, 2005 June 27, 2006 $16.00

Each warrant is exercisable for one share of common stock. Any warrants that expire may not be

exercised at any future date. During the year ended December 31, 2004, 1,200 warrants
expired without being exercised.

Regulatory Requirements:

As a registered broker-dealer with the SEC and a member of the NASD, the Company is subject
to the SEC’s Uniform Net Capital Rule 15¢3-1, which requires the maintenance of minimum net
capital, as defined, and of a ratio of aggregate indebtedness to net capital not exceeding 15 to 1.
During 2004, the Parent contributed $145,000 to maintain these minimum net capital
requirements, At December 31, 2004, the Company had net capital of $115,357, which was

$110,357 in excess of its required net capital of $5,000, and the Company's ratio of aggregate
indebtedness to net capital was 0.1479 to 1.

The Company does not hold customer funds or securities and claims exemption from the
provisions of Rule 15¢3-3 based on Section (k){2)(i).

Related Party Transactions:
Fremont Group Management, L.P.,, a related party to the Parent, provides administrative,

accounting, legal, tax and other support services under the terms of an administrative services
agreement. For the year ended December 31, 2004, these fees totaled $48,691.

As of December 31, 2004, the Company has recorded a payable to the Parent in the amount of
$4.,858. This balance represents payments made by the Parent on behalf of the Company for

administrative services and California State income taxes, in the amounts of $4,058 and $800,
respectively.
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FREMONT CAPITAL, INC.

NOTES TO FINANCIAL STATEMENTS, Continued
December 31, 2004

Income Taxes:
Income taxes expense is summarized as follows:

Current:

Federal $ -0-
State 800
$ 800

Deferred:
Federal $ -0-
State -0-
$ -0-
Total $ 800

At December 31, 2004, deferred tax assets were $120,460, while deferred tax liabilities were
zero. Deferred tax assets are primarily attributable to state and federal net operating loss
carryforwards. Management does not believe that the Company has the ability to utilize its
deferred tax assets against future income and, therefore, a valuation allowance of $120,460 has
been established for those net operating loss carryforwards which are not expected to be
realized. This valuation allowance increased $28,366 during the year to reflect the additional
net operating loss carryforwards generated by the Company that are not expected to be realized.

The Company's effective tax rate differs from the federal statutory rate of 35% in 2004 due
primarily to the valuation allowance and state franchise taxes (net of federal tax benefit).

-10-




FREMONT CAPITAL, INC.
December 31, 2004

SUPPLEMENTARY INFORMATION
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FREMONT CAPITAL, INC. Schedule I
Computation of Net Capital For Brokers and Dealers

Pursuant to Rule 15¢3-1 Under the Securities Exchange Act of 1934
as of December 31, 2004

Computation of Net Capital Requirements:

Total stockholder's equity (from Statement of Financial Condition) $ 121,887
Less securities not readily marketable (1,724)
Less prepaid expenses (2,205)
Less haircuts on securities owned:
Haircut on common stock (1,513)
Haircut on money market funds (1,088)
Net capital 115,357
Minimum net capital requirement of 6 2/3% of aggregate
indebtedness (81,137) or $5,000, whichever is greater 5,000
Excess net capital $ 110,357
Aggregate indebtedness:
Accrued expenses $ -12,200
Payables to related parties 4,858
Total aggregate indebtedness $ 17,058
Ratio of aggregate indebtedness to net capital 0.1479 10 1

No material differences exist between the above information and the computation included

in the Company's unaudited FOCUS Report filing as of December 31, 2004.

_12-



Schedule I

FREMONT CAPITAL, INC.
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENT'S
FOR BROKER-DEALERS UNDER RULE 15¢3-3

Under the Securities Exchange Act of 1934
December 31, 2004

An exemption from Rule 15¢3-3 is claimed, based upon Section (k)(2) (i).

INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3

Under the Securities Exchange Act of 1934
December 31, 2004

Not applicable.

Schedule IT1

FREMONT CAPITAL, INC.

RECONCILIATION OF THE COMPUTATION OF NET CAPITAL
December 31, 2004

There are no differences between the net capital computation
on Schedule I and the computation per the
Company's corresponding unaudited Form X-17A-5 Part 8B II-A filing.

-13-



FREMONT CAPITAL, INC.

REPORT OF INDEPENDENT AUDITORS’
ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5
Under the Securities Exchange Act of 1934

December 31, 2004



Deloitte.

50 Fremont Street
San Francisco, CA 94105-2230
USA

Tel: +1 415 783 4000
Fax: +1 415783 4329
www.deloitte.com

February 16, 2005

Fremont Capital, Inc.
199 Fremont Street
San Francisco, CA 94105

In planning and performing our audit of the financial statements of Fremont Capital, Inc. (the
“Company”) for the year ended December 31, 2004 (on which we issued our report dated
February 16, 2005), we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing an opinion on the financial statements and not to provide assurance on the
Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made
a study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company 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 provision of Rule
15¢3-3. We did not review the practices and procedures followed by the Company in making the
quarterly securities examinations, counts, verifications, and comparisons, and the recordation of
differences required by Rule 17a-13 or in complying with the requirements for prompt payment
for securities under Section 8 of Regulation T of the Board of Governors of the Federal Reserve
System, because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities.

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 internal control and of the practices and procedures, and to assess
whether those practices and procedures can be expected to achieve the Securities and Exchange
Commission’s (the “Commission”) 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 acquisition, 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.

Member of
Deloitte Touche Tohmatsu




Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of
any evaluation of the internal control or of such practices and procedures to future periods are
subject to the risk that they may become inadequate because of changes in conditions or that the
degree of compliance with the practices or procedures 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 misstatements caused by 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 and its
operation (including 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 Commission 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 no 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 Commission’s objectives.

This report is intended solely for the information and use of the management, the Securities and
Exchange Commission, 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.

Yours truly,

Debitts, ¢ Toucke 4P



