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OATH OR AFFIRMATION

1, _Stephen Smith , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Sea Port Group Securities, LLC , as
of December 31 ,2005 , ate 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:

Wi

Lo

“Signature
- JONATHAN R-SILVERMAN -CEO
/ ) NOTARY PUBLIC-STATE OF New YORK Tite
/ o No. 02516026322
ualified in New Y,
: / . ork County
/ Notary Public My Commission Expires August 06, 2007

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of CiamgesimFimanetel-Condition- Cash Flows.

(e) Statement of Changes in Stotkotders~Equity orPartners—or-Sote-Proprictors—Capitat: Member's Equity.

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(G) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) A report of internal controls.
*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

To the Member
Sea Port Group Securities, LLC
(a wholly owned subsidiary of The Seaport Group, LLC)

We have audited the accompanying statement of financial condition of Sea Port Group
Securities, LLC (a wholly owned subsidiary of The Seaport Group, LLC) as of December 31,
2005, and the related statements of income, changes in member’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 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 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 Sea Port Group Securities, LLC at December 31, 2005, 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 in Schedules 1, II, III and IV is
presented for purposes of additional analysis and is not 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
audits of the basic financial statements and, in our opinion, is fairly stated in all material
resP)ects in relation to the basic financial statements taken as a whole.

N A YA)-J-’W LAV
Lake Success, New York
February 7, 2006

(516) 354-2662
FAX (516) 326-6954



SEA PORT GROUP SECURITIES, LLC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

ASSETS

Assets:
Cash
Receivable from clearing broker
Securities owned:
Marketable, at fair value
Not readily marketable, at estimated fair value
Prepaid expenses
Deposit with clearing broker

Total Assets

LIABILITIES AND MEMBER’S EQUITY

Liabilities:
Accounts payable
Income taxes payable, including deferred taxes of $22,493

Member’s Equity

Total Liabilities and Member’s Equity

See the accompanying notes and auditors’ report.

$ 993,673
163,898

1,774,071
718,077

29,158
125,000

$3.803.877

$ 773,836
43,293

817,129

—2.986,748

03.877
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SEA PORT GROUP SECURITIES, LLC
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2005

Revenues:
Brokerage
Commission
Interest and other

Cost of Operations:
Employee compensation and benefits
Commissions and clearing fees
Regulatory fees and expenses
Communication and data processing
Occupancy
Interest
Other operating expenses

Income before income taxes
Provision for income taxes

Net Income

See the accompanying notes and auditors’ report.

$ 9,568,970
1,963,180

235,446

11,767,596

3,474,163
5,004,740
68,684
368,024
499,646
169,345
1,060,244
10,644,846

1,122,750

43,293

$ 1,079,457



SEA PORT GROUP SECURITIES, LLC
STATEMENT OF CHANGES IN MEMBER'S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005

Members equity - beginning of year $ 2,207,291

Net Income 1,079,457

Less: Member's distributions (300,000)
Member's equity - end of year 2 74

See the accompanying notes and auditors’ report.
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SEA PORT GROUP SECURITIES, LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2005

Cash Flows From Operating Activities:
Net income
Adjustments to reconcile net income to net cash
used for operating activities:
Increase (decrease) in:
Securities owned, net
Receivable from clearing broker
Deposit with clearing broker
Prepaid expenses
Accounts payable
Deferred taxes
Income taxes payable
Net Cash Used for Operating Activities

Cash Flows From Financing Activities:
Member’s distributions

Net Decrease in Cash

Cash — Beginning of Year

Cash - End of Year

Supplemental Disclosures of Cash Flow Information:

Cash paid during the year for:
Income taxes

See the accompanying notes and auditors’ report.

$1,079,457

(1,674,196)
(163,898)
(24,216)
(2,138)
(811,976)
22,493
(125,740)
(1,700,214)

300,000
(2,000,214)

2,993,887

$ 993,673

S 146,540



SEA PORT GROUP SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS

BUSINESS DESCRIPTION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization and Nature of Business

Sea Port Group Securities, LLC (the Company) is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and the National Association of Securities
Dealers (NASD). The Company was formed under the Limited Liability Company laws of
the State of Delaware on May 4, 2001, and is a wholly owned subsidiary of The Seaport
Group, LLC (Parent).

The Company is engaged in brokering and investing in defaulted high-yield securities of
distressed companies. The Company also brokers trades of newly-issued equity securities of
companies emerging from financial reorganizations for its clientele. The existing client base
consists of large institutional funds that manage between $100 million and several billion
dollars.

Securities Transactions
Securities transactions and related commissions and expenses are recorded on a settlement

date basis, with an adjustment made monthly for trades made in euro dollars converted to
U.S. dollars.

Marketable securities are valued at market value, and securities not readily marketable are
valued at fair value as determined by management.

RISKS AND UNCERTAINTIES

The Company invests in various investment securities. Investment securities are exposed to
various risks such as interest rate, market, and credit risks. Due to the level of risk associated
with certain investment securities, it is at least reasonably possible that changes in the values
of investment securities will occur on the near term, and that such changes could materially
affect the Company’s balances and the amounts reported in the statement of financial
condition.

Securities not readily marketable include investment securities (a) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that cannot
be publicly offered or sold unless registration has been effected under the Securities Act of
1933, or (c) that cannot be offered or sold because of other arrangements, restrictions, or
conditions applicable to the securities or to the Company.

The financial statements include investments valued at approximately $718,000
(approximately 24% of member's equity) as of December 31, 2005 whose values have been
estimated by management. The values assigned to the investments are based on available
information and do not necessarily represent the amounts that might ultimately be realized,
since such amounts depend on future circumstances and cannot be determined until the
investments are actually liquidated. Because of the inherent uncertainty of valuations,
estimated values may differ significantly from the values that would have been used had a
ready market for the securities existed, and the differences could be material.

-5-
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SEA PORT GROUP SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS

BUSINESS DESCRIPTION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued):

Cash and Cash Equivalents

For purposes of the Statement of Cash Flows, the Company has defined cash equivalents as
highly liquid investments, purchased with original maturities of less than ninety days, that
are not held for sale in the ordinary course of business.

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk
consists principally of cash, and trading securities. The Company maintains its cash in two
financial institutions. At December 31, 2005, approximately $794,000 was in excess of
federally insured amounts. The Company is engaged in various trading and brokerage
activities in which counter parties primarily include broker-dealers, banks, and other
financial institutions. In the event counter parties do not fulfill their obligations, the
Company may be exposed to risk. The risk of default depends on the creditworthiness of the
counter party or issuer of the instrument. It is the Company's policy to review, as necessary,
the credit standing of each counter party.

Income Taxes

The Company operates as an LL.C and files its tax returns with its Parent, as a partnership.
The partnership is not subject to Federal income taxes and, accordingly, the individual
members report their pro-rata share of income or loss on their individual income tax
returns.

The current tax provision represents the New York City Unincorporated Business Tax,
calculated on a combined basis with its Parent and allocated to the Company based upon its
representative share of revenues less allowable expenses. Permanent and timing differences
between the expected local income tax rate and the effective tax rate include the tax effects of
unrealized gains on marketable securities, the nondeductible portion of member’s pension
expenses, travel and entertainment expenses, and special depreciation. The amount of
current tax or benefit calculated is either remitted to or received from the Parent. The
amount of current and deferred taxes payable or refundable is recognized as of the date of
the financial statements, utilizing currently enacted tax laws and rates. Deferred tax
expenses or benefits are recognized in the financial statements for the changes in deferred
tax liabilities or assets between years.

Commissions

Commissions and related clearing expenses are recorded on a settlement-date basis as
securities transactions occur.

Foreign Currency Transactions

Periodically the Company engages in foreign security transactions that may produce
translation gains or losses. These transactions occur in the normal course of business, but
the translation gains or losses do not have a significant effect on the business.

Foreign currency translations are recorded currently with each transaction. Gains and
losses from foreign currency transactions are included in net income. As of December 31,
2005, there was a net foreign currency gain of approximately $4,000.

-6-



SEA PORT GROUP SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS

BUSINESS DESCRIPTION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued):

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 certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

RECEIVABLE FROM AND PAYABLE TO BROKER-DEALERS AND CLEARING
ORGANIZATIONS:

Amounts receivable from and payable to broker-dealers and clearing organizations at
December 31, 2005, consist of the following:

Receivable (payable)

Fees and commissions $ 173,912
Payable to clearing broker (10,014)
$ 163,898

The Company clears certain of its proprietary and customer transactions through another
broker-dealer on a fully disclosed basis. The amount payable to the clearing broker relates
to the aforementioned transactions and is collateralized by securities owned by the
Company.

TRADING SECURTIES:
At December 31, 2005, the fair market value of securities, consisting of equity and fixed
income investments, exceeded its cost by $272,335,

DEPOSIT WITH CLEARING BROKER:

The Company maintains a clearing agreement with ADP Clearing and Outsourcing Services.
A deposit in the amount of $125,000 was made in October 2005 and shall remain on deposit
until the agreement is terminated.

RELATED PARTY TRANSACTIONS:

Services Agreement

The Company entered into a service agreement with its Parent on April 1, 2002, on a
continuous basis. The terms of the agreement grant the Company the right to use a
designated portion of office space in addition to receiving the benefit of certain employment
related and overhead costs incurred by the Parent company. In return, the Company pays a
servicing fee which is calculated based upon a percentage of aggregate revenue that the
Company generates and is allocated between the Parent’s employment compensation and
overhead cost areas. The servicing fee is invoiced within 15 days of the end of each month
and is payable upon demand. A detailed expense allocation supports each invoice.

-7-



SEA PORT GROUP SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS:

Services Agreement (continued):

For the year ended December 31, 2005, the Company incurred service agreement expenses in
the amount of approximately $10,270,000. At December 31, 2005, the Company was
obligated to its Parent in the amount of approximately $771,000, which is included in
accounts payable.

COMMITMENTS AND CONTINGENCIES:

Clearing Agreement

The Company is responsible for any loss, liability, damage, cost or expense incurred or
sustained by the clearing agent as a result of the failure of any introduced account to make a
timely payment for securities purchased or timely and good delivery of securities sold. To
date, no such claims have been asserted, nor have such expenses been incurred.

Lease Commitment

The Company maintains a sublease agreement with its Parent, expiring on January 30, 2009.
The sublease is subject, and subordinate to, the Parent’s prime lease. The Company pays its
Parent an allocated portion of rent on a monthly basis in accordance with the terms of the
services agreement, which is calculated based upon a percentage of revenue. For the year
ended December 31, 2005, the Company incurred occupancy costs in the amount of
approximately $500,000.

PENSION AND OTHER BENEFIT PLANS:

The Parent maintains and covers Company employees under a profit-sharing (defined
contribution) plan. Vesting occurs over a five-year period, with vested benefits commencing
upon reaching one full year of service. For the year ended December 31, 2005, contributions
of current service costs amounted to approximately $225,000, and is based upon the
following formula:

Salary Percentage

Group A (Owners) 20%
Group B (Highly-compensated non-owners) 5%
Group C (Non-highly compensated non-owner

earning under $40,000) 7%

There was no prior or past service cost recognized in the current year.

The Parent also maintains and covers Company employees with a discretionary contributory
401(k) deferred compensation retirement plan covering substantially all employees of at least
21 years of age, completed one year of employment for at least 1,000 hours of service. There
are also specific cafeteria plans benefiting those that participate in them. The Parent acted
as administrator of the plans, and engaged outside counsel and assistance with the
administration function. During 2005, no contributions were accrued or made to the plan,
and no contributions were unpaid as of December 31, 2005.

-8-



SEA PORT GROUP SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS

INCOME TAXES:

The Company is included in the combined federal income tax return filed by its Parent. New
York City income taxes are calculated on a combined basis with the Parent and allocated
proportionately. The current and deferred portions of the income tax expense (benefit)
included in the statement of operations as determined in accordance with FASB Statement
No. 109, Accounting for Income Taxes, are as follows:

Current Deferred Total
State and local $20,800 $22,493 $43,293

A reconciliation of the difference between the expected income tax expense or income
computed at the New York City statutory income tax rate and the Company's income tax

expense is shown in the following table:

Expected income tax expense at

New York City statutory tax rate $40,711

The effect of:
Nondeductible expenses 771
Other, net 1,811
$43,293

NET CAPITAL REQUIREMENTS:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (SEC Rule 15¢3-1), which requires the maintenance of minimum net capital, and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. At December 31, 2005, the Company had net capital of $1,852,673, which was

$1,752,673 in excess of its required net capital of $100,000. The Company's net capital ratio
was .42 to 1.

SUBSEQUENT EVENTS:
A distribution to the member, in the amount of $1,250,000, was approved by management

and paid on January 12, 2006. In this regard, management believes the Company will be
able to meet its net capital requirements.
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SEA PORT GROUP SECURITIES, LLC
SCHEDULE 1
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

AS OF DECEMBER 31, 2005

Computation of Net Capital

Total member’s equity $2,986,748

Deduct member’s equity not allowable for net capital -

Total member’s equity qualified for net capital 2,986,748
Additions:

Other allowable credits - deferred income taxes payable 22,493
Total capital and allowable subordinated liabilities 3,009,241
Deductions:

Non-allowable assets:

Clearing deposit (subject to termination fee) 100,000
Prepaid expenses 29,158
Securities not readily marketable 718,077

847,235

Net capital before haircuts on securities positions
(tentative net capital) 2,162,006

Haircuts on securities:

Debt securities 60,084
Other securities v 206,027
Undue concentrations 43,222
309,333

Net capital 52,67

See auditors’ report on supplemental information.
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SEA PORT GROUP SECURITIES, LLC
SCHEDULE I
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2005

Computation of Aggregate Indebtedness

Accounts payable and accrued expenses $ 817,129
Less: deferred income taxes payable (22,493)
Total aggregate indebtedness S 794,636

Ratio: Aggregate indebtedness to net capital 42 to 1

Computation of Basic Net Capital Requirement

Minimum net capital required (6-2/3% of A.IL.) $ 52976
Minimum dollar net capital requirement $ 100,000
Minimum net capital requirement $ 100,000
- Excess net capital $1,752.,673

See auditors’ report on supplemental information.
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SEA PORT GROUP SECURITIES, LLC
SCHEDULE 11
EXEMPTIVE PROVISIONS UNDER RULE 15¢-3-3

DECEMBER 31, 2005

The Company is exempt from the provisions of Rule 15¢3-3 of the Securities and Exchange
Act of 1934 under the provisions of section (K)(2)(ii).

See auditors’ report on supplemental information.
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SEA PORT GROUP SECURITIES, LLC
SCHEDULE III
INFORMATION RELATING TO THE POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2005

The Company, as an introducing broker, clears all transactions with and for customers on a
fully disclosed basis with a clearing broker and promptly transmits all customer funds and
securities to the clearing broker who carries all of the accounts of such customers.

The Company does not maintain margin accounts for its customers and, therefore, there
were no excess margin securities.

See auditors' report on supplemental information.
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SEA PORT GROUP SECURITIES, LLC
SCHEDULE IV
RECONCILIAITONS UNDER 17a-5(d)(4) OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2005

A. Reconciliation of computation of net capital:

Reconciliation with Company’s Computation (included in
Part II of FOCUS report as of DECEMBER 31, 2005)

Net capital, as reported in Company’s Part II (unaudited) FOCUS report
Audit adjustments reducing non-allowable assets
Net audit adjustments reducing income

Non-allowable assets reported as allowable:
Securities not readily marketable

Decrease in haircuts
Other items

Net capital

B. Reconciliation of determination of reserve requirements under rule 15¢3-3:

$2,389,064
13,510

(28,685)

(718,077)
197,708

(847)
52,67

The Company has claimed exemption from rule 15¢3-3 under the provisions of section

(K)(2)(ii).

See auditors' report on supplemental information.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL REQUIRED BY SEC
RULE 17a-S CLAIMING EXEMPTION FROM SEC RULE 15¢3-3

To the Member
Sea Port Group Securities, LLC

In planning and performing our audit of the financial statements of Sea Port Group
Securities, LLC (the “Company”) for the year ended December 31, 2005, we considered its
internal control, including control activities for safeguarding securities, 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 internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (“SEC”), we
have made a study of the practices and procedures followed by the Company, including tests
of compliance with 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 and
recordation of differences required by rule 17a-13

2. 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.

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3.

-15 -



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
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.

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 internal control would not necessarily disclose all matters in 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 the specific internal control components does not reduce to a relatively
low level the risk that errors 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 internal control, including control activities 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, 2005 to meet the SEC’s objectives.

Our opinion recognizes that it is not practicable in a company the size of Sea Port Group
Securities, LLC to achieve all the divisions of duties and cross-checks generally included in a
system of internal accounting control, and alternatively, greater reliance must be placed on
surveillance by management.

This report is intended solely for the use of the Member, 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.

Lake Success, New York
February 7, 2006 -16 -



