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OATH OR AFFIRMATION

I, &t Ybl Wi}d&’mbﬁh , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

O.’DS CCLI‘PH'&,OJHC . , as
of M,m (-LDA 3[ ., 2005) , are true and correct. 1 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:
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This report ** contains (check all appl’u.’z”n‘i% \)oxes):
(a) Facing Page.
(b) Statement of Financial Condition.
B/(c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
e (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
4 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
m/(g) Computation of Net Capital.
(O (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.
O () A Reconciliation, 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.
[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
(I An Qath or Affirmation.
(0 (m) A copy of the STPC Supplemental Report.
[0 (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).
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Certified Public Accountants and Advisers

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Kalos Capital, Inc.
Atlanta, Georgia

We have audited the accompanying balance sheet of Kalos Capital, Inc., at December 31,
2005, and the related statements of income, stockholders' equity and cash flows for the
year then ended. 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 generally accepted auditing standards of 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 Kalos Capital, inc. 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.

W\PW

February 21, 2006

Suite 900, 171 17th Street, N.W., Atlanta, GA 30363
Tel 404.874.6244 Fax 404.874.1658 www.smith-howard.com




KALOS CAPITAL, INC.
BALANCE SHEET
DECEMBER 31, 2005

ASSETS

Current Assets
Cash
Accounts receivable
Investments

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities
Accounts payable

Common Stock, $1 par value, 100 shares authorized,
issued and outstanding

Paid-in Capital

Retained Earnings

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

79,239
63,460

7,858

$

150,557

9,789

100
50,900
89,768

140,768

150,557




KALOS CAPITAL, INC.
STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2005

Revenues

Commissions and fee income $ 691,199
Expenses (Note 3) 605,642
85,557

Other Income
Unrealized gain on investments 3,060
Interest income v 632
3,692
Net Income $ 89,249

The accompanying notes are an integral part of these financial statements.
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KALOS CAPITAL, INC.
STATEMENT OF STOCKHOLDERS' EQUITY
YEAR ENDED DECEMBER 31, 2005

Common Stock

$1 Par Value
Number
of Paid-in Retained
Shares Amount Capital Earnings
Balance at
December 31, 2004 100 $ 100 $ 50,900 $ 20519
Net Income 89,249
Distributions - - - (20,000)
Balance at
December 31, 2005 100 $ 100 $ 50,900 $ 89,768

The accompanying notes are an integral part of these financial statements.
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KALOS CAPITAL, INC.
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2005

Cash Flows From Operating Activities

Cash received from customers $ 627,739
Cash paid to suppliers and employees (595,853)
Interest received 632

Net Cash Provided by Operating Activities 32,518

Cash Flows From Financing Activities
Distributions paid (20,000)
Decrease in advances to Affiliate 20,000
Net Cash Required by Financing Activities -

Increase in Cash . 32,518
Cash at Beginning of Year 46,721
Cash at End of Year $ 79,239

Reconciliation of Net Income to Net Cash Provided by

Operating Activities

Net Income $ 89,249
Adjustments to Reconcile Net Income to Net Cash Provided by

Operating Activities
Unrealized gain on investments (3,060)
Increase in accounts receivable (63,460)
Increase in accounts payable 9,789
Total adjustments (66,731)
Net Cash Provided by Operating Activities $ 32,518

The accompanying notes are an integral part of these financial statements.
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KALOS CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

NOTE 1 - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Business

Kalos Capital, Inc. (the Company) was formed on September 26, 1997 under
another corporate name. The Company became Kalos Capital, Inc. under a state
certification of name change amendment on October 30, 1997. The Company is a
registered broker and dealer in securities and operates under the provisions of the
Securities Exchange Act of 1934.

Cash and Cash Equivalents

The Company considers all cash and money market investments with maturities of
three months or less to be cash equivalents.

Accounts Receivable

The Company considers current accounts receivable to be fully collectible and
historically has incurred insignificant bad debt losses. Accordingly, no allowance for
doubtful accounts is provided in the accompanying financial statements. If amounts
become uncollectible, they will be charged to operations when that determination is
made.

Income Taxes

The Company has elected to be taxed under the S corporation provision of the Internal
Revenue Code. Under this provision the Company does not pay corporate income
taxes on its taxable income. Instead, the stockholders are liable for individual income
taxes on their respective shares of the Company's taxable income. Accordingly, the
accompanying financial statements do not include a provision nor liability for income
taxes.




KALOS CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

4 NOTE 2 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commissions’ Uniform Net
Capital Rule (Rule 15c3-1) which requires that the ratio of aggregate indebtedness
to net capital, both as defined in the Rule, shall not exceed one thousand percent of
its net capital and shall at all times have and maintain net capital of not less than

$5,000.

Net capital and the related aggregate indebtedness to net capital ratio fluctuate on a
daily basis; however, there was no aggregate indebtedness at December 31, 2005
and the net capital was $67,918.

NOTE 3 - RELATED PARTY TRANSACTIONS

The Company shares various office expenses and salaries with a company under
common ownership (Affiliate). Amounts paid to this Affiliate during 2005 for shared

expenses were $112,500.
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Certified Public Accountants and Advisers

Board of Directors
Kalos Capital, Inc.
Atlanta, Georgia

Our audit was made for the purpose of forming an opinion on the basic financial
statements of Kalos Capital, Inc. taken as a whole. The supplementary information
presented hereinafter is presented for purposes of additional analysis and to meet specific
requirements of the U. S. Securities and Exchange Commission pursuant to Section 17 of
the Securities Act of 1934 and Rule 17a-5 thereunder, and is not a required part of the
basic financial statements. 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.

The accompanying supplementary information (schedules) have been prepared solely for
filing with regulatory agencies and are not intended for any other purpose. This
supplementary information (schedules) has been prepared in conformity with the
accounting practices by the U. S. Securities and Exchange Commission pursuant to
Section 17 of the Securities Act of 1934 and Rule 17a-5 thereunder, and is not intended to
be presented in conformity with generally accepted accounting principles.

St Howad

February 21, 2006

Suite 900, 171 17th Street, N.W., Atlanta, GA 30363
Tel 404.874.6244 Fax 404.874.1658 www.smith-howard.com



, KALOS CAPITAL, INC.
SCHEDULE OF COMPUTATION OF NET CAPITAL AND RECONCILIATION
OF UNAUDITED COMPUTATION OF NET CAPITAL TO AUDITED
COMPUTATION OF NET CAPITAL
YEAR ENDED DECEMBER 31, 2005

Total ownership equity from balance
sheet at December 31, 2005

Add: liabilities subordinated to
claims of general creditors

Add: other allowable credits:
excess fidelity bond deduction

Total capital and allowable
subordinated liabilities and
credits at December 31, 2005

Deduct; total non-allowable assets

from balance sheet at December 31,
2005

Net capital before haircuts on security
positions at December 31, 2005

Haircuts on securities at
December 31, 2005

| Net capital at December 31, 2005

NET CHANGE
INCREASE
UNAUDITED (DECREASE) AUDITED
$ 140,768 $ - $ 140,768
(5,000) - (5,000)
135,768 - 135,768
(67,201) - (67,201)
68,567 - 68,567
(649) - (649)
$ 67,918 $ - $ 67,918
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KALOS CAPITAL, INC.
SCHEDULE OF CHANGES IN LIABILITIES
SUBORDINATED TO GENERAL CREDITORS
YEAR ENDED DECEMBER 31, 2005

During the year ended December 31, 2005, there were no liabilities subordinated to
general creditors.
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Because of inherent limitations in any system of internal accounting control, errors or
irregularities may nevertheless, occur and not be detected. Also, projection of any
evaluation of the system to future periods is subject to the risk that procedures may
become inadequate because of changes in conditions or that the degree of compliance
with the procedures may deteriorate. Our study and evaluation, described in the first
paragraph, would not necessarily disclose all material weaknesses in the system.
Accordingly, we do not express an opinion on the system of internal accounting control of
the Company taken as a whole. However, our study and evaluation did not disclose any
conditions that we believe to be material weaknesses.

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

Commission and other regulatory agencies pursuant to their requirements and should not
be used for any other purpose.

St v Howwsard

February 21, 2006




Certified Public Accountants and Advisers

Board of Directors
Kalos Capital, Inc.
Atlanta, Georgia

We have audited the financial statements of Kalos Capital, Inc. at and for the year ended
December 31, 2005 and have issued our report thereon, dated February 21, 2006. As
part of our audit, we made a study and evaluation of the Company's system of internal
accounting control to the extent we considered necessary to evaluate the system as
required by generally accepted auditing standards and Rule 17a-5 of the Securities
Exchange Act of 1934. This study and evaluation included, in the accounting system, the
practices and procedures followed by the Company in making the periodic computations of
net capital under Rule 17a-3(a)(11). Rule 17a-5 states that the scope of the study and
evaluation should be sufficient to provide reasonable assurance that any material
weakness existing at the date of our audit would be disclosed. The purposes of our study
and evaluation were to determine the nature, timing and extent of the auditing procedures
necessary for expressing an opinion on the Company's financial statements and to provide
a basis of reporting material weaknesses in internal accounting control under Rule 17a-5.
Our study and evaluation was more limited than would be necessary to express an opinion
on the system of internal accounting control taken as a whole.

The Company claims exemption from the computation for determination of reserve
requirements pursuant to Section (k)(2)(ii) of Rule 15¢3-3 of the Securities Exchange Act
of 1934 whereby all customer transactions are cleared through another broker dealer on a
fully disclosed basis and therefore no transactions are cleared through the Company. We
have reviewed the terms and conditions pursuant to Rule 15¢3-3 and found the Company
in compliance with the exemption requirements.

The management of the Company is responsible for establishing and maintaining a
system of internal accounting control. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs
of control procedures. The objectives of a system are to provide management with
reasonable, but not absolute, assurance that assets 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 accordance with generally accepted accounting principies.

Suite 900, 171 17th Street, N.-W., Atlanta, GA 30363
Tel 404.874.6244 Fax 404.874.1658 www.smith-howard.com




