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OATH OR AFFIRMATION

-1, _JOHN FRITZ , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
__SHELTER BAY SECURITIES, L1LC ‘ : , as
of _ DECEMBER 31 , 2005, are true and correct. I further swear (or affirm) that

neither the company nor aﬂy partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Subscribisd & Shorn 5?2/9%;“15 | 77 ,
st ¢ x el [Tt

Ty b Fr /’/l Signature

o] / :

Jlances wekt, //%[ 4’//44172-
Title

(a) Facing Page.

(Xl (b) Statement of Financial Condition.

(c) Statement of Income (Loss). _

(d) Statement of Changes in Financial Condition.

[X] (e) Statement of Changes in Stockholders” Equity or Partners” or Sole Proprietors’ Capital.

{J (© Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

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

00 G) AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

X o An Oath or Affirmation.

‘O (m) A copy of the SIPC Supplementai Report.

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

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



,

- s . .

- Y .
- ol o

SHELTER BAY SECURITIES

A LIMITED LIABILITY COMPANY

TABLE OF CONTENTS

Page
FACING PAGE 1
OATH OR AFFIRMATION 2
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 3
REPOET OF INTERNAL CONTROL 4,5
FINANCIAL STATEMENTS:

Statement of Financial Condition as of December 31, 2005 6
Statement of Income for the Year Ended December 31, 2005 7
Statement of Changes in Member’s Capital for the Year Ended December 31, 2005 8
Statement of Cash Flows for the Year Ended December 31, 2005 9
Notes to Financial Statements 10-15

SUPPLEMENTARY INFORMATION PURSUANT TO RULE 17A-5 OF THE
- SECURITIES AND EXCHANGE ACT OF 1934 16-23




- - - N

- 4
— ! [

James Delahunt and Associates
Certified Public Accountants
5812 South Homan
Chicago Illinois 60629
Phone (773) 297-0018
Fax (773) 326-0812

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Member of Shelter Bay Securities, LLC

We have audited the accompanying statements of financial condition of Shelter Bay
Securities, LL.C, as of December 31, 2005, and the related statements of income, changes
in member’s capital, and changes in 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 respon51b1hty 1s to
express an opinion on these financial statements based on our audits.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board of the United States. 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 such financial statements referred to above present fairly in all material

- respects, the financial position of Shelter Bay Securities, LLC as of December 31, 2005,

and the results of its operations, changes in its member’s capital and cash flows for the
year then ended, in conformity with U.S. generally accepted accounting prmmples

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 I, II, III, and IV 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, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

.W@W(Aj Hsociates

Chicago, Illinois
February 17, 2006
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Report on Internal Control

To the Managing Member
Shelter Bay Securities, LLC.

In planning and performing our audit of the financial statements and supplemental
schedules of Shelter Bay 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 internal control.

Also, as required by rule 17a-5 (g) () 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 (or aggregate debits) 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 generally accepted accounting principles. 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
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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 or the Public Company Accounting Oversight

Board. 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
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 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 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Members, management,
the SEC, NASD, 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.

Chicago, Illinois

February 17, 2006
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- Shelter Bay Securities, LLC

Statement of Financial Condition
As of December 31, 2005
All Amounts are in U.S. Dollars

ASSETS

Cash‘

TOTAL ASSETS

LIABILITIES & EQUITY

- Current Liabilities ‘
Income taxes payable (See Footnote 2)
Accrued expenses (See Footnote 2)
Total Current Liabilities
Tdtal Liabilities
MEMBERS CAPITAL

Members Capital

TOTAL LIABILITIES & EQUITY

The accompanying notes are an integral part 6f these financial statements.

As of
Dec 31, 2005

17,396

17,396
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Shelter Bay Securities, LLC
Statement of iIncome

For the Year Ended December 31, 2005

All Amounts are in U.S. Dollars

Revenues

Commissions

Total Revenue

Expenses

Regulatory Fees
Insurance Expense
Professional Fees
Other Expenses
Total Expense

~Income Before Taxes

- Provision for State Taxes

Net income

- Jan - Dec 05

831,134

831,134

1,450
575
9,301
16,596
27,922

803,212

500

802,712

The accompanying notes are an integral part of these fihancial statements.
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Shelter Bay Securities, LLC ‘
Statement of Changes in Member's Equity
For the Year Ended December 31, 2005
All Amounts are in U.S. Dollars

Balance at Beginning of Year
Capital Contributions
Capital Withdrawals

Net Income

Balance at December 31, 2005

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

12/31/2005

12,684
0
-804,000

802,712

_—S o=
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Shelter Bay Securities, LLC

Statement of Cash Flows

For the Year Ended December 31, 2005
All Amounts are in U.S. Dollars

Cash Flows from Operating Activities

Net income -
Net Cash Provided by Operating Activities
Cash Flows from Financing Activities

Member Withdrawals

Net Cash Used in Financing Activities
Increase (Decrease) in Cash

Cash at Beginning of Year
Cash at End of Year

802,712

802,712

(804,000)

(804,000)

(1,288)

The accompanying notes are an integral part of these financial statements.
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Shelter Bay Securities, LLC
Notes to Financial Statements
December 31, 2005

1. Organization and Nature of Business

Shelter Bay Securities, LLC (hereinafter referred to as “the Company”) was formed
as a Rhode Island Limited Liability Company on April 22, 2004, and commenced
operations on August 30, 2004. The Company has a single member (owner) who
operates the Company’s day to day business activities.

The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC), and the National Association of Securities Dealers (NASD). The
Company is not registered as a specialist on any national securities exchange.

' The Company earns commissions from certain issuers of limited partnership interests

- with which the Company has a contractual agreement relating to the sales of such
limited investment partnership interests by the Company to qualified investors. The
Company’s revenue from such transactions is generally a percentage of the amount of
net assets invested by its customers in such limited partnerships. Income is
recognized as earned.

2. Significaht Accounting Policies

Use of Estimates

The financial statements have been prepared in accordance with accounting principles -
generally accepted in the United States. The preparation of these financial statements
Tequires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could
differ from these estimates. |

Basis of Presentation

The books of the Company are kept on the accrual basis. The Company is engaged in
a single line of business as a securities broker-dealer, and the services of the
Company have been limited to generating commissions from the sale of limited
investment partnership interests on behalf of certain companies with which the
Company has a contractual agreement. '

10
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Securities Transactions

The Company has not entered into any securities or commodities transactions. The

Company sells limited partnership interests, but the customer funds are paid directly
to the issuer, not to the Company. '

Resale and Repurchase Agreements

The Company has not entered into any transactions involving the purchase of
securities under agreements to resell (reverse repurchase agreements or reverse repos)
or sales of securities under agreements to repurchase (repurchase agreements or
repos).

Securities-Lending Activities

The Company has not entered into any securities borrowed and securities loaned
transactions.

Investment Banking

The Company does not act as an underwriter or agent in investment banking
transactions. : '

Commission Income

The Company earns commissions from certain issuers of limited investment
partnership interests which with the Company has a contractual agreement relating to
the sales of such limited investment partnership interests. The Company is entitled to
such commission income as long as the customer retains an interest in the investment
partnership. Income is recognized as earned. For the year ended December 31, 2005,
the commission income was earned from five such issuers.

Income Taxes

The Company is a limited liability company. It is not subject to federal income taxes
and passes its income and losses through to its member. As the Company has a single
member (owner), it is disregarded for federal income tax purposes and an income tax
return is not filed for the Company. The Company’s profits and losses are reported
on the tax return of the single owner as if the Company was a sole proprietorship.
Rhode Island follows the federal income tax treatment of limited liability companies

- except that it imposes a $500 annual tax on limited liability companies.

Depreciation

There is no allowance for depreciation in the financial statements as the Company
owned no depreciable fixed assets during the year ended December 31, 2005.

11
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Accrued Expenses and Other Liabilities

- The Company’s financial statements include certain accrued expenses, including

professional fees and miscellaneous other expenses that are fixed and determinable at
December 31, 2005. Such accruals are reflected in the Statement of Financial
Condition in the current liability section.

-Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Company has included all cash
under the term “Cash.” The Company’s cash at December 31, 2005, consisted
exclusively of checking account cash. No other cash equivalents were held by the
Company at December 31, 2005. '

3. Exemption from Rule 15¢3-3 of the Securities and Exchange Commission

The Company has claimed exemption from Rule 15¢3-3 of the Securities and
Exchange Commission pursuant to Section (k)(2)(i) of that Rule which provides an
exemption to a Broker-Dealer because it carries no margin accounts, promptly .
transmits all customer funds and delivers all securities received in connection with its
activities as a broker or dealer, does not hold funds or securities for customers, and
effectuates all financial transactions with its customers through a special account for
the exclusive benefit of customers. During the year ended December 31, 2005, the
Company carried no margin accounts, did not hold or possess any customer funds and
did not sell or execute any trades in securities. Therefore, no Cash has been
segregated in a special reserve bank account for the benefit of customers under Rule
15¢3-3 of the Securities and Exchange Commission.

4. Clearing through Another Broker-Dealer

The Company has not cleared any proprietary or customer transactions through
another broker-dealer. No amount payable to a clearing broker is provided as a result.

5. Receivable from and Payable to Customers

The Company does not hold any securities owned by customers as collateral for
receivables, and does not have any receivable from or payable to customers.

6. Pension and Other Post Retirement Plans

The Company does not currently have a qualified retirement plan covering its single

~ owner and the Company has no other employees. Therefore, no liability is accrued

for any retirement plan payable.

12
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7. Scheduled Withdrawals

There were no scheduled withdrawals from the Company as of December 31, 2005.
The single owner did, however, withdraw cash in February 2006. See Note 17.

8. Related Parties

The Company has no due to or due from related parties. The single owner of the
Company also operates a fund of fund which invests, among other investments, in a
certain limited partnership interest offered by parties with which the Company has a
commission agreement providing that the Company will be entitled to a fixed
percentage annually of net funds invested in limited partnership interests of the issuer
by customers of the Company. During the year ended December 31, 2005, the
Company earned $596,691 in commissions from Lynx. The fund of funds had capital
invested in the Lynx Fund #I, LP of approximately $196,000, but the Company earns
no commissions from such investment.

9. Financial Instruments

No derivative financial instruments (futures, options, swaps, etc.) have been traded or
entered into on behalf of the customers.

10. Financial Instmments with Off Balance Sheet Risk

The Company has not entered into transactions involving derivatives and other off
balance sheet financial instruments.

The Company did not enter into certain other transactions which, in accordance with
industry practice, would not be recorded on the Statement of Financial Condition,
such as commitments to enter into future resale and repurchase agreements.

Further, the Company has not extended credit to its customers in marginal
transactions, and has no secured financing (such as bank loans, or securities loaned)
which might require it to pledge collateral in support thereof.

11 _(_zuaniitive Disclosures for Derivative Financial Instruments Used for

Trading Purposes

As of December 31, 2005, the gross contractual or notional amounts of derivative

. financial instruments used for trading purposes was zero.

The fair value of derivative financial instruments held or issued for trading purposes
as of December 31,72005 was zero, and the average monthly fair value of the
instruments for the year ended December 31, 2005 was zero.

13
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Further, the Company has not entered into derivative contracts to economically hedge
exposures or to modify the characteristics of financial instruments or transactions.

12. Commitments and Contingent Liabilities

The Company has no material contingent liabilities as of December 31, 2005.

The Company has agreements with various parties relating to the sale of certain
limited partnership interests. These contracts are generally cancelable by either party
with a specified number of days (generally 30 days) notice. In the event that the
contracts are cancelled, the Company would continue to be entitled to receive
commissions relating to any investment by investors who have subscribed to such
limited partnerships through the Company.

The Company is not obligated under any operating leases.

Rent expense for 2005 was zero because the Company is utilizing facilities provided |
by the Company’s single member (owner). For the year ended December 31, 2005,

. the member did not charge any rent for these premises as the member did not incur

any additional costs for the Company’s use of the facilities and the premises are not
and will not be offered for rent to outside parties in the ordinary course of business.

The Company is not involved either as a plaintiff or as a defendant, in any litigation

‘as of December 31, 2005,

The Company has determined that these commitments do not meet the definition of a
derivative as defined by FASB Statement No. 133 as amended.

13. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC Rule 15c¢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. Further, equity capital may not be withdrawn if the
resulting net capital ratio would exceed 10 to 1. At December 31 2005, the Company
had net capital of $11,396 which was $6,396 in excess of its required net capital of
$5,000. The Company’s net capital ratio was .5265 to 1.

14. Income Taxes

The Company is a limited liability company. It is not subject to federal income taxes.
As the Company has a single member (owner) it is disregarded for federal income tax
purposes and a return is not filed for the Company. The Company’s profits and losses
are reported on the tax return of the single owner, as if the Company was a sole
proprietorship. Rhode Island follows the federal income tax treatment of limited

14




liability companies, except that it imposes a $500 annual tax on limited liability
companies. The amount is reflected in the financial statements.

15. Collateral

The Company has not pledged any amounts as collateral. Therefore, there are no
amounts pledged as collateral which are not reclassified and reported separately in the
financial statements at December 31, 2005.

16. Credit Risk

The Company has not engaged in transactions with counterparties in which the
counterparty is clearing a transaction. However, the Company is a party to various
contracts in which the Company is entitled to a commission based on the amount of
net funds its customers have invested in limited investment partnerships offered by
the other party. Inthe event that such other parties do not fulfill their obligations, the
Company may be exposed to risk, including risk of losing accrued but unpaid
commissions. The amount of risk depends on the creditworthiness of the other party.
It is the Company’s policy to review, as necessary, the credit standmg of each party
with whjch it deals.

17. Subsequent Events
In January, 2006, the Company made no distributions to the Member (owner). On

February 2, the Company distributed $57,000 to the Member (owner). This
distribution did not violate the net capital rule.

15




Supplementary Information
Pursuant to Rule 17a-5 of the
Securities Exchange Act of 1934
As of December 31, 2005
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Schedule I
Shelter Bay Securities, LLC

Computation of Net Capital Under Rule 15¢3-1 of the

- Securities and Exchange Commission

As of December 31, 2005
Net Capital
Total Members Capital _
Deduct capital not allowable for net capital
Total members capital qualified for net capital
Add:
Subordinated borrowings allowable in computation
of net capital
Total capital and subordinated borrowings
Deductions and/or charges:

Nonallowable assets

Net capital before haircuts on securities
positions (tentative net capital)

Haircuts on securities

~ Net capital

Aggregate indebtedness
Items included in statement of financial condition

Accrued state taxes
Other accrued expenses

‘Ttems not included in statement of financial condition

~Total aggregate indebtedness

17

11,396

11,39

11,396

11,396

11,396

3

500
5,500.

6,000




Computation of basic net capital requirement
6 2/3% of capital

Minimum net capital required for Company

Excess net capital

Excess net capital at 1,000 percent

Ratio of Aggregate indebtedness to net capital

» 18

760

5,000

6,396

10,796.

.5265to 1 or

- 52.65%
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Shelter Bay Securities, LLC
Year Ended December 31, 2005
Statement of Exemption under Rule 15¢3-3

The Company is exempt from Rule 15¢3-3 under section (k)(2)(i) of that Rule, which
provides an exemption to a Broker-Dealer because it carries no margin accounts,
promptly transmits all customer funds and delivers all securities received in
connection with its activities as a broker or dealer, does not hold funds or securities
for customers, and effectuates all financial transactions with its customers through a
special account for the exclusive benefit of customers. During the year ended
December 31, 2005, the Company carried no margin accounts, did not hold or process
any customer funds and did not sell or execute any trades in securities in which it held
customer funds or securities. '

The statements relating to Rule 15¢3-3 are therefore not completed.

19



Shelter Bay Securities, LLC
Computation of alternative net capital requirement
2 percent of aggregate debit items (or $250 if greater)
As shown in formula for reserve requirements pursuant
To Rule 15¢3-3 prepared as of date of net capital computation

The Company is exempt from Rule 15¢3-3 under section (k)(2)(i) of that Rule, which
provides an exemption to a Broker-Dealer because it carries no margin accounts,
promptly transmits all customer funds and delivers all securities received in
connection with its activities as a broker or dealer, does not hold funds or securities
for customers, and effectuates all financial transactions with its customers through a
special account for the exclusive benefit of customers. During the year ended

- December 31, 2005, the Company carried no margin accounts, did not hold or process

any customer funds and did not sell or execute any trades in securities in which it held
customer funds or securities. '

Therefore, this schedule is not applicable.

20
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Schedule II
Shelter Bay Securities, LLC
Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and exchange Commission

The Company is exempt from Rule 15¢3-3 under section (k)(2)(i) of that Rule, which
provides an exemption to a Broker-Dealer because it carries no margin accounts,
promptly transmits all customer funds and delivers all securities received in
connection with its activities as a broker or dealer, does not hold funds or securities
for customers, and effectuates all financial transactions with its customers through a
special account for the exclusive benefit of customers. During the year ended
December 31, 2005, the Company carried no margin accounts, did not hold or process
any customer funds and did not sell or execute any trades in securities in which it held
customer funds or securities.

Therefore, this schedule is not applicable.

21



Schedule III .
, Shelter Bay Securities, LLC
Information Relating to Possession and Control Requirements under Rule 15¢3-3 of

the Securities and Exchange Commission
As of December 31, 2005

The Company is exempt from Rule 15¢3-3 under section (k)(2)(i) of that Rule, which

‘provides an exemption to a Broker-Dealer because it carries no margin accounts,

promptly transmits all customer funds and delivers all securities received in
connection with its activities as a broker or dealer, does not hold funds or securities
for customers, and effectuates all financial transactions with its customers through a
special account for the exclusive benefit of customers. During the year ended
December 31, 2005, the Company carried no margin accounts, did not hold or process
any customer funds and did not sell or execute any trades in securities in which it held
customer funds or securities.

" Therefore, this schedule is not applicable.

22



Schedule IV
Shelter Bay Securities, LLC
Schedule of Segregation Requirements and Funds
In Segregation for Customers’ Regulated
Commodity Futures and Options Accounts
‘ As of December 31, 2005

The Company does not trade or sell regulated commodity futures or options, does not

hold customer funds, and does not hold customers’ securities and cash. This schedule
is not applicable as there is no data to report.
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