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CAPPELLO CAPITAL CORP.

FIRM LD. NO.
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100 WILSHIRE BLVD., SUITE 1200
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Daniells Phillips Vaughan & Bock
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OATH OR AFFIRMATION
I, Alexander L. Cappello , swear (or affirm) that, to the best of my knowledge and
belief the accompanying financial statement and supporting schedules pertaining to the firm of
Cappello  Capital __Corp. , as of
December 31 ,20 06, 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:

MZ/%
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President & C.E.O.

Title

PLERSY oET ATTACHED SVRAT

Notary Public
1'?C!w-:mg
., 2283 Be
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This report ** contains (check all applicable boxes):

{a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income {Loss).

(d) Statement of Cash Flows.

(e} Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's 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.

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

(1) 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 report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

{0} Independent Auditor’s Report on Internal Control

O OO00O00D00O0OKK

ROOX

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

County of __LOS ANeELES

Subscribed and sworn to (or affirmed) before me on

this_ 2% day of __ FEBPUARY 20_07
by MXANDEZ. b OpPPELLO

proved to me on the basis of satisfactory
evidence to be the person&s‘j who appeared before me.

CHANA R. MCKAY;
COMM. # 1480472
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LOS ANGELES COUNIY ()
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NANCY C. BELTON

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Cappello Capital Corp.
Santa Monica, California

We have audited the accompanying statement of financial condition of Cappello Capital Corp. as
of December 31, 2006 that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of
1934. This financial statement is the responsibility of the Company's management. Our
responsibility is to express an opinion on this financial statement 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 statement of financial condition is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
statement of financial condition. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall statement of
financial condition presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Cappello Capital Corp. as of December 31, 2006 in conformity
with accounting principles generally accepted in the United States of America.

bw,,aégkazcﬁ Unnclin— =Sboet.

Bakersfield, California
February 27, 2007
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CAPPELLO CAPITAL CORP.
' STATEMENT OF FINANCIAL CONDITION
Il December 31, 2006
II ASSETS
“ Cash $ 353756
Furniture and equipment, net of
accumulated depreciation of $27,586 452
Investment in not readily marketable securities, at
estimated fair value 3,450
Il $ 357,658
LIABILITIES AND STOCKHOLDER'S EQUITY
II Accounts payable and accrued expenses $ 107,028
Stockholder's Equity (Note 3)
Common stock, $ 1 par value; authorized 1,000,000
shares; issued and outstanding 100 shares 100
Additional paid-in capital 368,246
Retained earnings (deficit) {(117,716)
~ 250,630
357,658

i
|l $

See Notes to Financial Statements.




CAPPELLO CAPITAL CORP.

NOTES TO FINANCIAL STATEMENT

Note 1. Nature of Business and Significant Accounting Policies

Nature of business: Cappello Capital Comp. (“the Company”) is a California corporation formed in
February 1992, for the purpose of conducting business as a broker/dealer in securities. The
Company operations consist of wholesaling and retailing private placements of debt and equity
securities on a best efforts basis.

The Company operates under the provisions of Paragraph (k)(2)(i) of Rule 15¢3-3 of the SEC and,
accordingly, is exempt from the remaining provisions of that Rule. Essentially, the requirements of
Paragraph (k)(2)(i) provide that a broker/dealer who carries no margin accounts promptly transmits
all customer funds and delivers all securities received in connection with his activities as a broker or
dealer, does not otherwise hold funds or securities for or owe money or securities to customers and
effectuates all financial transactions between the broker and dealer and his customers through one
or more bank accounts, each to be designated as Special Account for the Exclusive Benefit of
Customers of the Company. Brokers/dealers operating under the provisions of (k)(2)(i) are aiso
exempted from the remaining provisions of Rule 15¢3-3, including the requirement to make the
reserve computations under Rule 15¢3-3.

A summary of the Company's significant accounting policies follows:

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.

Cash: The Company maintains its cash accounts in one commercial bank account. The amount on
deposit at December 31, 2006 exceeded the insurance limits of the Federal Deposit Insurance
Corporation by approximately $256,250.

Fumiture and equipment: Furniture and equipment is stated at cost, net of accumulated
depreciation. Depreciation is computed by the straight-line method over five to seven years.

Investment in securities: Securities not readily marketable are valued at fair value as determined by
management.

Investment banking: Investment banking revenues include fees arising from securities offerings in
which the Company acts as an agent. Investment banking management fees, sales concessions
and associated expenses are recorded at the time the transaction is completed and the income is
reasonably determinabie.

Note 2. State Income Taxes

The Company has elected S Corporation status for income tax purposes, which requires that the
corporate income or loss be distributed to the stockholder for inclusion in his personal income tax
returns. The State of California imposes a surtax on the corporation of 1.5% of taxable income, in
addition to the taxable income or loss being reported in the stockholders personal retum.
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CAPPELLO CAPITAL CORP.

NOTES TO FINANCIAL STATEMENT

Note 3. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital rule (Rule
15¢3-1), which requires the maintenance of a minimum amount of net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. Rule
15¢3-1 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, 20086, the Company had net capital and net

capital requirements of $246,728 and $7,135, respectively. The Company's net capital ratio was 2.3
to 1.0,

A reconciliation of the December 31, 2006 FOCUS report is as follows:

Retained
Earnings
Components of stockholder's equity as shown on original
FOCUS report $ (109,528)
Record additional accounts payable (5,644)
Record bad debts (2,544)
Components of stockholder's equity as shown on amended
FOCUS report $ (117,716)

Note 4. Transactions with Related Parties

The Company has a corporate finance agreement with Cappello Group, an affiliated Company. The
sole shareholder of the Company is the sole shareholder of Cappello Group. Cappello Group
receives a corporate finance fee from time to time as the Company and Cappello Group determine
for special services rendered. No corporate finance fee is to be paid or accrued which will cause
the net capital of the Company to drop below $10,000, or cause the aggregate indebtedness to net
capital ratio of the Company to exceed 8 to 1. In the event Cappello Group is not able to continue to
provide these services, the Company would be required to obtain them from a third party at a cost
that cannot presently be estimated. For the year ended December 31, 2006 corporate finance fees
paid to Cappello Group amounted to $5,356,176 and are included in general and administrative
expense. In addition, the Company paid $36,694 of overhead costs and $132,250 of rent to
Cappello Group. The Company also paid $532,688 of commissions to the sole stockholder. The
Company also receives a corporate management fee from Cappello Group. The corporate
management fee received from Cappello Group was $3,338,421.

Note 5. Major Customers/Suppliers

During the year ended December 31, 2006 the Company received approximately 59% of its
revenues from two clients. During the year ended December 31, 2006 the Company incurred

approximately 47% of its general and administrative expenses with one company, which is explained
further at Note 4.




CAPPELLO CAPITAL CORP.

NOTES TO FINANCIAL STATEMENT

Note 6. Defined Contribution Retirement Plan

The Company has a contributory defined contribution retirement plan covering all its employees who
meet eligibility requirements and who elect to participate. The Company's contributions to the plan
are elective. During 2006, the Company did not make any contribution to the plan.
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NANCY C BELTON

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

To the Board of Directors
Cappello Capital Corp.
Santa Monica, California

In planning and performing our audit of the financial statements of Cappello Capital Corp, (the
“Company”) as of and for the year ended December 31, 2006 in accordance with auditing standards
generally accepted in the United States of America, we considered the Company’s internal control
over financial reporting (internal control) as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express
an opinion on the effectiveness of the Company’s 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 consideration of
contro! activities for safeguarding securities. This study included 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 security accounts for customers or perform custedial 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.

The management of the Company is responsible for establishing and maintaining intermal 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.
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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.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s intemal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and 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 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 materiai
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2006, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, managing
member, management, the SEC, the National Association of Securities Dealers, Inc., and other
regulatory agencies which 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 1o be and should not be used by
anyone other than these specified parties.

Dotatln, PNy, Ukl 2 del.
Bakersfield, California
February 27, 2007
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