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OATH OR AFFIRMATION

3 K! [C- H‘Ql ' d.h.cl . swenr (or affirm) thai, 1o the best of
my knowledge and belief the accompynying financigl starer Lﬂlch mPpmmu, schedules pentaining 10 the firm of

’ﬁ?} S (£ c’?. . . as
of C._-,__L_S \ | 0?’ care wae and correct, | finther swear {or affirm) thi

neither the company nor itny pariner, propricior, prmupal olficer or director has uny proprictary inlerest in any accom
classiiied solely as that ol a customer, except as follows:

Signature

Notary Public

Notary Public

This report ** conlains {check all upplicable boxes): STATE OF TEXAS

33 (1) Facing Page. My Comm

B (1) Satement of Finangial Condition,

G (c) sStatement of Income (Loss).

3 (d) Statement of Changes in Financial Condition,

@B ic) Siatement of Changes in Stockbolders’ Kquity or Pariners” or Sule Proprictors’ Capital,

X () Swtement of Changes in Liubilitics Subordinated 10 Claims of Creditors.

3 () Computation of Net Cupital.

O (b) Compination for Determination of Reserve Requrrements Pursuant to Rule 15ca-).

(3 (i) nformation Relating to the Possession or Control Requirements Under Rule 13¢3-3,

B ) A Reconciliation. including uppropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination vl the Reserve Reguirements Under Exhibit A of Rule 15¢3-3,

O (k) A Reconcitiation between the asudited und unuudited Statements of Financial Condition with respeet 10 methods of
consolidation,

B (I An Oath or Alfirnatum,

{3 {m) A copy of the SIPC Supplemental Repoit,

3 () A reportdescribing any material inadequacies found to evist or found 10 have eaisted since the date of the previous audit.

**For conditions of confidential treatment of certin portions of this filing. see scetion 24040 7a-5{cH 1,




Edward Richardson Jr., CPA
15565 Northland Dr W Sic 508
Southficld, M1 48075
248-559-4514

Independent Auditor's Report

May 29, 2008

Bourd of Dircclors

Fifth Sireet Capital, LLC
327 Congress Avenuc
Austin, TX 78701

I have audited the sccompanying balance sheet of Fifth Street Capital, LLC, as of December 31, 2007,
and the related statements of income, retained carnings, changes in members' equity, changes in
liabilitics subordinated to claims of genrat crediors. and cash flows lor the years then ended that you are
{iling purstiant to rule 17a-5 under the Sccuritics Exchange Act of 1934, These financial statemenls are
the responsibility of the Company’s management. My responsibility is to express an opinion on these
financial statements based on my audit.

I conducted my audit in accordance with auditing standards gencrally aceepted in the United States of
America. Those standards require that | plan and perform the audit to obtain reasonablz assurance about
whether the financial statements are free of material niisstatement. An audit includes examining, on a
test basis, cvidence supporting the amounts and disclosures in the {inancial statements. An audit also
includes assessing the accounting principles uscd and signmificant estumates made by management, as
well as evaluating the overall financial statement presentation. | believe that my audit provides a
reasonable basis for my opinion.

I my opinion, the financial statements relerred to above present fairly, i all material aspecets, the
financial position of Fifth Street Capital, LLC as of December 31, 2007, and the results of ils
operations, rcatined camings, changes in members' equity, and cash flows for the ycar then ended in
conformity with accounting principles gencrally accepled in the United States of America.

My examination was made for the purposc of forming an opinion on the baste financial statlements taken
as a wholc. The information contained in the supplemental schedules of computation of net capital,
computation of basic net capital requirement, computation of aggregate indebiedness, exemptive
provisions under rule 15¢3-3, statement of changes in liabilitics subordinated 1o the claims of general
creditors, and the reconciliation of the computation of net capital under rule 15¢3-1, are presented for
additional analysis and arc not a reguired part of the basic financial statements, but arc supplementary
information required by rule 17a-5 of the Sccuritics arxl Exchange Act of 1934, Such information has
been subjected o the auditing procedures applicd in the audit of the basic financial statements and, in
my opinion, is fairly stated in alt malerial respects to the basic financial statements taken as a whole,

(ﬂ- ) -
/2&4«—(‘4—:/ W&.ﬁ.ﬂ, d, a4
Edward Richardson Jr., CPA




Fifth Street Capital, LLC
BALANCE SHEET
As of December 31, 2007

ASSETS

CURRENT ASSETS
Cash In Bank 80.00
Cash in Bank 10.035.91
Prepald Expensas 3,773.00

Total Current Assets 13,888.91

PROPERTY AND EQUIPMENT
Equipment 13,134.00
Leaschold improvemenls 1.500.00
Less: Accumutated Depreciation {8.730.60}

Net Property and Equipment 5580340

TOTAL ASSETS A 1079231,

Scoe Accountant’s Audit Report
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Fifth Street Capital, LLC
BALANCE SHEET
As of December 31, 2007

LIABILITIES AND MEMBERS' EQUITY

CURRENT LIABILITIES
Accounts Payable #7483

Total Current Liabilities 974.83

LONG-TERM LIABILITIES
Note Payable 1,200.00

Totat Long-Term Liabilities 1,200.00

Total Liabilities 2,174.83

MEMBERS' EQUITY
Contributad Capital 301,796.67
Accumulated Delicit 1284 179.15)

Total Members' Eauity 17.617.48

TOTAL LIABILITIES AND
MEMBERS' EQUITY 18792 31

See Accountant’s Audit Report
k)




Fifth Street Capital, LLC
INCOME STATEMENT

12 Months Ended
December 31, 2007

Sales

Commissions Eamned 12,087.23
Other Income

Interest Income

Less Returns & Allowances

Total Sales

Gross Profit 58 338,81

Operating Expenses

Regulalions Fees 6.043.00
Employoo compensation and ben 24,208.70
Floor brokerage, exchange, end ¢ 13,287.55
Communications and data proces 50.00
Fidelity Bond 1,410.00
Regulatory lees and expensegs 800.00
Occupancy 25470.57
Other expenses 31.327.18

Total Operating Expanses 102,567.00

Operating Income {Loss) (44,230,190}

Not Income {Loss) & (4423010}

See Accountant's Audit Report
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Fifth Street Capital, LLC
STATEMENT OF CASH FLOWS
For the 12 months Ended December 31, 2007

2007

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income (Loss) {44,230.19)
Prior Period Adjusiment 4.161.80
Adjustments to reconcile Net Income
{Loss) 1o not Cash provided by
{used in) operaling activilles:
Lossas (Gains) on sales of
Fixed Assols 0.00
Decrease (Increase) in
Operaling Assets:
Accounts Receivable 22,583.00
Other 2,245.00
Increase {Decreasa) in
Operating Liabit ties:
Accounts Payable {12.018.17)
Accrued Liabilities - boo
Total Adjustmenis 1507143

Net Cash Provided By {Used in)
Operating Activities (28,158.76)

CASH FLOWS FROM INVESTING ACTIVITIES
Capilal Expenditures {5,235.02)
Proceeds From Sale of Fixed Assels 0.00

Net Cash Provided Bv (Used In)
investing Activitios {5.235.02)

CASH FLOWS FROM FINANCING ACTIVITIES
Notes Payable Borrowings 1,200.00
Contributed Capital 37,607.69

Nat Cash Provided Bv {Used In}
Financing Activities 38.807 .69

NET INCREASE {DECREASE) IN CASH
AND CASH EQUIVALENTS 541381

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ____4,702.00
CASH AND CASH EQUIVALENTS AT END OF PERIOD S 1011591

Sceo Accountanl’s Autdil Reporl
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FIFTH STREET CAPITAL, L1.C
December 34, 2007

NOTE A - SUMMARY OF ACCOUNTING POLICIES
Accounting penciples {ollowed by the Company and the methads of epplying those principles
which materially affect the determination of financial position, results of operation and cash flows
are summarized below:
Qrganization
Fifth Sireet Capial, LEC (the Company) is a broker-dealer in securitics regisiered with the
Securitivs and Exchange Cominission (S1C) and 15 alse a member of Financial Institution
Regutatory Authonty (FINRA). The Company operates under SEC Rule 15¢3-3(k )(2)(i1). which
provides that all funds and securities belonging to the Company’s customers would Ix handied by

a clearing broker-dealer, The Company operates as a Texas Limited Liability Company and has a
soie member, Fifth Street Financial Corporation (the Parent,).

Bagis of Accounting

The financial statements of the Corporation have been prepared on the accrual basis of accounting
and accordingly reflect all significant receivables, payables, and other labilities.

Cash and_Cash Equivalents

The Company considers as cash all short-term invesiments with an eriginal maturity of three
monihs or less 10 be eash equivalents,

Accounts Reccivable

Account reccivables primarily represent balances due from other wnderwriters and pertain o
designated sales and managemettt fees owed under the terms of the Agreement among
Underwriters for the particular underwriting’s invalved

Accounts Receivable — Recogmnibion of Bad Debt

The Corporation considers accounts receivable to be fully collectible; accordingly, no allowance
for doubtful accounts is required. H antounts become uncollectible, they will be charged to
operations when that determination is made,

Revenug Recognition

Investment banking revenue is recorded as follows: underwriting management fees, linancial
advisory fees and sales commissions arc recognized at settlement date and underwriting risk fees
arc recognized at the time the underwriting is complete {scttlement date) and the income is
reasonably determinable. Actual amounts received from the senior manager on underwriting
transactions may vary from amounts originally recorded due to adjustments conteolfed by the
senir manager. Adjusiments 1o income from underwriting transactions are recorded in the peried
that the Company is nouficd by the senior manager.

See accountamt’s oudit repon
?




FIFTH STREET CAPITAL, LLILC
NOTES TO FINANCIAL STATEMENTS
December 31, 2007

Primary and sccondary trade revenue is recognized on the trade or settlement date whichever is
applicable under the circumstances,

Property and Fguipment

Property and eyuipment are recorded at cost, Depreciation is caleulted using the straight line
method over the estimated useful lives, principally five years, Leasehold improvements are
amaortized over the lesser of the Life of the lease or the estimated useful life of the improvement,

LEstimaies

‘Fhe preparation of hnancial statements in conlormity with accounting principles generaily
accepted in the United States of America requires management to make estimates and
assumptions that affect the reporied amounts of assets and liabilitics and disclosure of contingent
assels and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reponting period. Actual cesults could differ from those estimates.

Income Taxes

The Company files a consolidated income tax return with the Parent. Income taxes are recorded
using the separate company method 10 comply with FASE Statement 109, Accounting for Income
Taxes. Any resulting provision or benefit Tor income taxes is recorded as a receivahle or payable
10 the Parent, Future benelits with respeet to loss carry forwards that are expected to expire unused
are olfset by a valuation atlowanee,

NOTE B - NET CAPITAL REQUIREMENTS

The Company is subject o the SEC uniform net capital rule (Rule 15¢3-1). which requires the
maintenance of a minimum amount of net capital and requires that the ratio ol aggregate
indebtedness o net capital, both as defined, shall ot 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 capitad ratio
would exceed 10t L, At December 31, 2007, the Compuany had net capital cequirements af
$3,000. At December 31, 2007, the Company's ralio ol aggregate indebtedness to net capita) was
6.67 w0 1.

NOTE C - POSSESSION OR CONTROL. REQUIREMENTS

The Company docs not have any possession or control of customer™s funds or securities. There
were no niaterial madeguacics in the procedures followed in adhering to the exemptive provisions
of SEC Rule 13¢-3-3¢k)(2)i1) by promptly transmitting alf customer funds 10 the clexring broker
who carrics the custormer aceounts,

NOTE D - RELATED PARTY TRANSACTIONS

In prior years, the parent and other related parties provided administrative service. cquipment, and
office space to the Company without reimbursement. At December 31, 2007, the Company owed
$1.200 10 15 afti3liate which is inchuded in accounts and acerued liabititics on the balance sheet.

See acvountan s sudit eepon
b




FIFTH STREET CAPITAL, LLC,
NOTES TOQ FINANCIAL STATEMENTS
December 31, 2007

NOTE E — CORRESPONDENT AGREEMENT WITH CLEARING BROKER

The Company has adopted a Corporate Account Agreement with a clearing broker, authorizing
rading in seeurities and permitting margin trunsactions. Additionally, a Fully Disclosed
Correspondent Agreement has been executed betveeen the Company and the clearing broker. As
part of this agreement. and in compliance with the net capital requirements of the Securitics and
Exchange Commission. the Company is required 1o maimain a clearing deposit with the clearing
broker in the amount of $5.000.

NOTE F- OTHER COMMITMENTS AND CONTINGENCIES

Included in the Company s clearing agreement with its clearing broker-dealer, is an
indemnification clause. This clause relates to instances where the Company's customers fail 1o
settle seeurity transactions. I the event this occurs, the Company will indemnify the clearing
broker-dealer o the extent of the net loss on the unsetded trade. At December 31, 2007,
managenient of the Company had not been notified by the clearing broker-dealer, nor were they
otherwise aware of any potential losses relating to this indemnification,

NOTE G - PRIOR PERIOD ADIUSTMENT

The prior period adjustment represented an amount of $4.161.60 ol misstatemuents of cquity
accounts. The effeet of the adjustment represented did net impaet the net income of December 31,
2006. The adjustment had no impact on net income in the year ended December 31, 2007.

NOTE I - PROPERTY, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Property, equipment and leaschold improvements are stated at cost less accumulated depreciation,
Expenditures for maintenance and repairs are charged 1o expense as incurred. Depreciation is
calculated on the double declining method. The following is a summary of property, cquipment
and leaschold improvements:

Estimated Uscful Life

Fumiture & Fixtures Tyears  § 13.134
Leaschold Improvements 7 years 1,500

14,634
Less - accumulated depreciation (8,731)
Total S 5.903

Depreciation expense was $2661.60 for the year December 31, 2007 and is included o the
operating cxpenses in the accompanying statement of income.

See accountant’s andit repont
9




Supplementary Information
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Supplementary
Pursvant to rule 17a-5 of the
Securities and Exchange Act of 1934

As of and for the Year Ended December 31, 2007

Sec accowntant’s audil report




Fifth Street Capital, LLLC
Supplemental Schedules Required by Rule 17a-5
As of and for the year ended December 31, 2007

Computation of Net Capital

Total Stockholder’s equity: $ 1701748
Nonalowable assets:

Propeny and equipment 5903 40

Prepaid 3.773.00 91676.40)
Net allowable capital S 794108
Computation of Basic Net Capital Reguirement
Minimum net capital required as a percentage of 2ggregaic indebtedness S 14507
Minimum dollar net capital requirement of reporting broker or deaier 3. .5,000.00
Net capital requirement S 500000
Excess nel capital $ __2,941.08

Camputation of Aggrepate Indebtedness

Total Aggregaie Indebledness 3. 2,176.00
Percentage of aggregnie indebiedness 1o net capital o 607%

Reconciliation of the Computation of Net Capiial Under Rule 15¢3-1

Computation of Net Capital reported on FOCUS HIA as of December 31,2007 3 8,390.00
Adjustmenis:

Change in Equity (Adjusiments) 457.92
NCC per Audit 7.941.08
Difference S . (00m

See secouant’s awdil report
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Fifth Street Capital, 1.1.C
Supplementa! Schedules Required by Rule 17a-5
As of and for the year ended December 31, 2007

Exemptive Provisions Ratle 15¢3-3

The Company is exempt from Rule 15¢3-3 because all customer transactions are cleared through
another broker-dealer on a fully disclosed basis. The name of the clearing firm is North American
Clearing. Inc.

Statement of Changes in Lizhilitics Subordinated to the Claims of General Creditors

Balance of such claims at January 1, 2007 $ .
Additions .
Reductions -

Balance of such clims at December 31, 2007 s -

Sce acconmtant’s audit repon
13




REPORT ON INTERNAL CONTROL,

For the year ended December 31, 2607

See accountant’s andit report
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LEdward Richardson, Jr., CPA
15563 Nonhland Suite 508 Wes
Southticld, M1, 48075

May 27, 2008

Board of Dircctors

Fifth Swreet Capital, L1LC
327 Congress Avenue
Austin, TX 78701

In planning and performing my audit of the linancial statements and supplemental schedules of
Fifth Swreet Capital, LLC for the year ended December 31, 2007, 1 considered its intemal control,
in order to determine my auditing procedures tor the purpose of expressing my opinion on the
finuncial statements, amd not Lo provide assurance on internal control,

Also, as required by rule F7a-3(g)(1) of the Securities and Exchinge Commission (SEC), [ have
made a study of the practices and procedures followed by the company, including tests of such
practices and procedures that | considered relevant to the objective stated in rule 173-5(g) in
making the pertodic computations of aggregate indebiedness and net capital under ruke 17a-
3{a)(1 £y and for determining compliance with the 2xemptive provisions ol rule 15¢3-3. Because
the Company dues not carry securities accounts for customers or periorm custodial functions
relating o customer seeurities, | did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securitics examinations, counts. verifications, and comparisons.
2. Recordntion of differences required by rule 172413,

3. Complying with the requirements for prompt payment for securitics under Section 8 of
Federal Reserve Regulation T of the Board of Govemnors of the Federal Reserve System.

‘The management of the Company is responsihle for establishing and maintaining iniemnal control,
and the practices and procedures relerred 1o the preceding paragraphs, In fulfilling this
responsibility, estimates and judgments by management are required 10 assess the expected
benefits and related costs of conirols, and of the practices and procedures referred to in the
preceding paragraphs and 1o assess whether those practices and procedures can be expected 1o
achieve the SEC’s above mentioned objectives, Two of the objectives of intermal conirol 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 of disposition, and that ransactions are exeeuted in accordance with
managenxent’s authorization and recorded properly w permit the preparation of financial
statements in accordanee with accounling principles generally aceepled in the United States. Rule
17a-5(g) lists additional objectives of the practives and procedures listed in the preceding
paragraphs.

Because of inherent limitations in internal control or the practices and procedures referred to
above, crrors o7 fraud may occur and not be detected. Also, projection or any evaluation of them

See aveoutant’s sudit report
15




to future periods is subject 1o the risk that they may hecome inadegquate because of changes in
conditions or that the offectiveness of their design and operation may deteriorate,

My constderation of internal control would not necessarily discluse all magters in internal control
that might be material weaknesses under standards established by the American Institute of
Certitied Pubhiz Accoumants. A malerial weakness is a condilion in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk thm
errors or fruud in amounts that would be material in relation to the financial statements being
audited may oceur and not be detected within a timely period by employces in the normal course
of perforniing their assigned functions. However, t noted the following condition that | consider
to be a material weakness as defined above.

Only one person is responsible for all accounting and reporting
functions, Accordingly, there is no segregation of duties. Duc to
the size of the Company, management doces not feel it is cest-
cflective to change this condition.

1 understand that practices and procedures that accomplish the objectives referred to in the
preceding paragraphs of this report are considered by the SEC 10 be adequate for its purposes in
accordance with the Securities and LExchange 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 my study. | belicve that
the Company's practices and procedures were adequate at December 31,2007, 10 meet the SEC's
objectives.

This report is intended solely for the information and use of management, the SEC and the
regulatory agencies that rely on rule 170-5(g) under the Sceuritics and Exchange Act of 1934in
their regulation of registered brokers and dealers. and is not intended to be, and shoukd not be,
used by anyone other than these speeified pantics.

EotoriilAe o loncilam by CF S

Edward Richardson, Jr.. CPA

See accountant’s audil repon r
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