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OATH OR AFFIRMATION

1, A\ l L{— C/ K , swear (or affirm) that, to the best of
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Notary Public

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

(a) Facing Page.

(b) Statement of Financial Condition.

¢} Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

-(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

{f) 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.

() 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.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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& MELTON & MELTON, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTAN TS

April 8, 2006

To the Member of
Eltekon Securities, LLC

We have audited the accompanying statement of financial condition of Eltekon Securities,
LLC (the “Company”) as of December 31, 2005, and the related statements of operations,
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 Eltekon 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 schedule I 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.
'y
Ml dle 0P

11302 RICHMOND AVENUE ¢ HOUSTON, TEXAS 77082-2616 (281) 759-1120 FAX: (281) 759-5500

- A 0 —_




ELTEKON SECURITIES, LLC
STATEMENT OF FINANCIAL CONDITION
December 31, 2005

ASSETS

Cash $ 84,153
Accounts receivable 34,563
Accounts receivable - affiliate 1,900
Property 1,465
Prepaid expenses 32.776
$154,857
LIABILITIES AND MEMBER’S EQUITY
Liabilities:
Accounts payable - trade $ 17,240
Note payable - insurance 24473
Payable to clearing broker 43412
Accrued commissions 21,601
Total liabilities 106,726
Commitments and Contingencies
Member’s Equity: :
Contributed capital $124,636
Accumulated deficit (76.505) 48,131
$154,857

(See Notes to Financial Statements)
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ELTEKON SECURITIES, LLC
STATEMENT OF OPERATIONS

For the Year Ended December 31, 2005

Revenues:
Mutual fund trailing fees $ 8,569
Management fees 33,953
Commission fees 516,866
Reimbursement of clearing and
execution charges by affiliate 11
Interest 1,609
561,008
Expenses:
Regulatory consulting fees $ 1417
Clearing and execution expense 20,501
Registration fees 16,197
Professional fees 17,341
Commissions, salaries, and payroll taxes 515,169
Management fees 15,000
Other expenses 19,223 604,848
Net loss $(43,840)

(See Notes to Financial Statements)




ELTEKON SECURITIES, LL.C
STATEMENT OF CHANGES IN MEMBER'’S EQUITY
For the Year Ended December 31, 2005

Total
Contributed Accumulated Member’s
Capital Deficit Equity
Balance at December 31, 2004 $124,636 $(32,665) $ 91,971
Net loss (43.840) (43.840)
Balance at December 31, 2005 $124,636 $(76,505) $ 48,131

(See Notes to Financial Statements)
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ELTEKON SECURITIES, L1.C
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2005

Cash Flows from Operating Activities:

Net loss $(43.840)
Adjustments to reconcile net loss to net
cash used in operating activities:

Accounts receivable (33,744)
Prepaid expenses 3,107
Accounts payable - trade (3,123)
Accounts payable - related party (2,000)
Payable to clearing broker 10,039
Affiliate accounts (17,567)
Accrued commissions 7,804
Total adjustments (35.484)
Net cash used in operating
activities (79.324)
Cash Flows from Investing Activities:
Purchase of property (1.465)
Net cash used in
investing activities (1.465)
Decrease in cash (80,789)
Cash, beginning of year 164,942
Cash, end of year $ 84,153

Noncash Investing and Financing Activities:
Prepaid expenses financed with debt $ 24,473

(See Notes to Financial Statements)
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ELTEKON SECURITIES., L1LC
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
Nature of Organization and Operations

Eltekon Securities, LLC (the “Company”) is a Texas limited liability company
formed on December 18, 2000. The Company is a broker-dealer registered with the Securities
and Exchange Commission (“SEC”) and various states, and is a member of the National
Association of Securities Dealers (“NASD”). As an introducing broker-dealer, the Company
does not hold customer funds or securities; however, it will clear all customer transactions on a
fully disclosed basis through a clearing broker.

The Company is a wholly owned subsidiary of Eltekon Financial, LLC (“EF”’), who
is the parent and sole member. The Company and its parent rely on contributions from investors
to fund operations. Eltekon Holdings, LLC (“EH"), the parent of EF, has entered into a funding
agreement with its members on January 25, 2006 providing that the members will fund any
capital requirements of the Company through the year ended December 31, 2006.

Revenue Recognition
Commission fees are revenues from securities transactions and are recorded on a
trade-date basis. Mutual fund trailing fees are accrued monthly as earned. Management fees
represent fees charged to customers whose accounts are managed by the Company.

Clearing and Execution Expense

Clearing and execution expense represents charges paid to the clearing broker for
the execution of trades for customers of the Company and its affiliate. These charges are
recorded on a trade-date basis.

Accounts Receivable

» Accounts receivable include commissions on 2005 trades that were not yet received
at December 31, 2005.

Property and Depreciation

Property is recorded at cost. Expenditures for maintenance and repairs are charged
to expense as incurred. The cost of assets retired or otherwise disposed of and the related
accumulated depreciation are eliminated from the accounts in the year of disposal. Gains or
losses resulting from property disposals are credited or charged to operations currently.
Depreciation expense is provided for using the straight-line method based on the estimated useful
lives of the related assets.




ELTEKON SECURITIES, LL.C
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2005

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Payable to Clearing Broker

Payable to clearing broker represents the amount due for clearing, execution, and
sundry charges.

Income Taxes

The Company, EF, and EH are treated as partnerships for federal income tax
purposes. Consequently, federal income taxes are not payable by, or provided for, the Company.
The members of EH are taxed individually on the Company’s earnings. The Company’s net
income or loss is allocated among the members in accordance with the regulations of EH.

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.
Management believes that these estimates and assumptions provide a reasonable basis for the fair
presentation of the financial statements.

NOTE 2 - MANAGEMENT AGREEMENT

The Company and its member have a management agreement in which the member agrees
to pay certain overhead expenses of the Company. The Company is also required to pay a
management fee of $1,250 per month.

NOTE 3 - 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
(and the rule of the “applicable” exchange also provides that equity capital may not be withdrawn
or cash dividends paid if the resulting net capital ratio would exceed 10 to 1). At December 31,
2005, the Company’s ratio of aggregate indebtedness to regulatory net capital was 2.26 to 1 and
its regulatory net capital of $36,463 was below the minimum net capital required of $50,000.




ELTEKON SECURITIES, LL.C

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2005

NOTE 3 - NET CAPITAL REQUIREMENTS (CONTINUED)

Proprietary accounts held at the clearing broker (PAIB Assets) are considered allowable
assets in the computation of net capital pursuant to an agreement between Eltekon Securities,
LLC and the clearing broker which requires, among other things, that the clearing broker perform
a computation of PAIB Assets similar to the customer reserve computation set forth in Rule
15¢3-3.

NOTE 4 - SUBORDINATED LIABILITIES

There were no liabilities subordinated to claims of general creditors at any time during the
year ended December 31, 2005.

NOTE 5 - COMMITMENTS AND CONTINGENCIES

The Company and the clearing broker, through which accounts are introduced, attempt to
control the risks associated with customer activities by limiting customer accounts to only cash-
type accounts and monitoring for prompt customer payments in accordance with various
regulatory guidelines. The Company maintains a $25,000 deposit account with the clearing
broker to secure its obligation to fund any losses incurred by the clearing broker on customer
transactions. ‘

NOTE 6 - NOTE PAYABLE - INSURANCE

The Company entered into an agreement with a financing company to pay for its liability
insurance over nine months ending in August 2006. The note is due in monthly payments of
$2,845 including principal and interest at 10.95%.

NOTE 7 - OMISSION OF CERTAIN SCHEDULES

The schedules “Computation for Determination of Reserve Requirements,” pursuant to
Rule 15¢3-3 and specified by Rule 17a-5(d)(3), and “Information Relating to Possession or
Control of Securities,” as specified by Rule 15¢3-3 and Rule 17a-5(d)(3), were both omitted and
not required inasmuch as the Company operates pursuant to the exemptive provisions of SEC
Rule 15¢3-3(k)(2)(ii)). The Company is an introducing broker-dealer and clears all transactions
for customers on a fully disclosed basis with a clearing broker who carries all of the customer

accounts.




ELTEKON SECURITIES, LLC

SCHEDULE 1

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2005

Net capital
Total member’s equity

Deductions and/or charges:
Nonallowable assets:

Accounts receivable - affiliate $ 1,900
Property 1,465
Prepaid expenses 32.776

Other charges - financed insurance
Net capital
Aggregate indebtedness:
Items included in statement of financial condition:
Accounts payable

Total aggregate indebtedness

Computation of basic net capital requirement:
Minimum net capital required

Net capital deficiency

Ratio: Aggregate indebtedness to net capital

$48,131

(36,141)
24,473

There are no reconciling items between net capital calculated above and the Company’s

computation (included in Part II of Form X-17A-5 as of December 31, 2005).
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& MELTON & MELTON, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL

April 8, 2006

To the Member of
Eltekon Securities, LLC

In planning and performing our audit of the financial statements and supplemental
schedule of Eltekon 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)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company including tests
of such practices and procedures that we considered relevant to the objectives stated in Rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (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
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 customer as required by Rule 15¢3-3.

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
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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.

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 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 intemal control, including control activities for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures which 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 member, management, the
SEC, National Association of Securities Dealers 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.
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