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OATH OR AFFIRMATION

I, Francis Duffy , swear (or affirm) that, to the best of my
knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Sky Capital LLL.C ,asof __ March 31 L Zeol , are true and correct. | 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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BARRY M. FERRARI

TARY PUBLIC, State of New York
o No. 01FE5070335

Qualified in Orange County
Commission Expires December QW

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

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Opesations.

‘(d) Statement of Cash Flows.

(e) Statement of Changes in Member's Capital.

(0 Statement of Changes in Liabilitics 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 Contro] 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 [5¢3-3.

(x) A Reconciliation between the audited and unaudited Siatemenis of Financial Condition with respect to methods of
consolidation,

(1) An Qath 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.

¥XOX O ROORRRRRRAR

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

» 440 Park Avenue South
l New York, NY 10016-8012
Tel: 212.576.1400
accountants & advisors Fax: 212.576.1414

WWw.ere-Cpa.com

INDEPENDENT AUDITORS' REPORT

To The Member
Sky Capital LLC
New York, New York

We have audited the accompanying statement of financial condition of Sky Capital LLC (the
"Company") (a wholly owned subsidiary of Sky Capital Holdings Ltd.) as of March 31, 2008, and the
related statements of operations, changes in member's capital, changes in subordinated borrowing
and cash flows for the vear then ended, that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1834. These financiai statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

As discussed in Note G (4) to the financia! statements, two search warrants were executed at the
Company's premises in connection with an investigation by the United States Aftorney for the
Southern District of New York. Civil lawsuits and/or criminal charges could result from the: subject
matter of the investigation or material damagss, fines and/or penatties could be assessed. The matter
could have a material adverse affect on the Company's financial position, results of operations and
cash flows. or the cessation of the Company's business operations. In addition, as discussed in Note
G (3), the Company has recorded an estimate of its fiability with respect to certain arbitration, litigation
and regulatory matters as of March 31, 2008, which are highly subjective.

in connection with the matters described in the previous paragraph, we are unable to obtain sufficient
audit evidence to support management's assertion about the naiure of the matter subject to the
investigation and we were unabie to obtain sufficient audit evidence to evaluate the reasonablensss
of management's estimate regarding cenain identified litigation, claims and assessments, Since we
were no: able o apply other auditing procedures to satisfy ourseives as to these matters, the scope of
our work was not sufficient to enable us to express, and we do not express, an opinion on these
financial statements.

As discussed in Note B(8) to the financial statements, the Company has not been able {0 generate
sufiicient cash flow from operating activities to sustain its operations and since inceplion, has
experienced recurring losses and has been dependent on financing to support its business eftorts.
Accordingly, substaniial doubt exists about the Company's ability to continug as a going concern.
Management's plans in regard to these matters are also described in Note B (8). The financial
statements do not include any adjustment that might result from the outcome of this uncertainty.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information is presented for purposes of additionzl 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 although subjected to
the auditing procedures applied in the audit of the basic financial statements cannot be difierentiated
from the basic financial statements and, accordingly we express no opinion on it.

EPf Lo

New York, NY
May 27, 2008



- SKY CAPITALLLC
(a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Statement of Financial Condition
March 31, 2008

ASSETS
Cash
Due from clearing broker
Security deposit with broker
Prepaid expenses
Deposit — other
Employee advances
Due from affiliates
Fixed assets, net (less accumulated depreciation of $2,188,000)

LIABILITIES
Accounts payable and accrued expenses
Commission payable
Deferred rent

Subordinated loan due to Sky Capital Holdings Ltd.

MEMBER'S CAPITAL

See notes to financial statements

$ 314,000
137,000
100,000

19,000
14,000
280,000
44,000
817.000

$ ..1.725,000

$ 199,000
12,000
123.000
334,000
1,000,000

_391.000

$ 1.725.000



" SKY CAPITAL LLC
{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Statement of Operations
For the Year Ended March 31, 2008

income:
Revenue:
Commission $ 2,835,000
Net realized and unrealized loss on marketablie and nonmarketable securities {81.000)
Interest income 69,000
Private placement income - affiliates 246,000
Investment Banking Fees 19,000
Write off of liabilities 149,000
Other income 135,000
_3.372,000
Expenses:
Compensation and benefits 2,802,000
Regulatory and registration fees 68,000
Clearing fees 172,000
Execution fees 137,000
Communications and market data 478,000
Professional fees 439,000
QOccupancy 643,000
Depreciation and amortization 394,000
Insurance 117,000
Travel and entertainment 120,000
Office expenses 121,000
Postage and delivery 6,000
Advertising 10,000
Dues and subscriptions 16,000
Utilities 14,000
Bank service charges 12,000
Interest expense - Sky Capital Holdings Ltd. 45,000
5,594,000
Net ioss $_(2,222,000)

See nofes to financial statements 3



* SKY CAPITALLLC

(a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Statement of Changes in Member's Capital
For the Year Ended March 31, 2008

Balance - March 31, 2007
Capital contributions - cash

Interest on subordinated borrowing - Sky Capital Holdings Ltd.

Net loss

Balance - March 31, 2008

See notes to financial statements

$ 808,000
1,760,000
45,000
_12.222.000)

§ 391000



" SKY CAPITALLLC
(a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Statement of Changes in Subordinated Borrowing
For the Year Ended March 31, 2008

Subordinated borrowing as of March 31, 2007

Subordinated borrowing as of March 31, 2008

See notes to financial statements

$ 1,000.000

£.1.000,000



" SKY CAPITAL LLC

(a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Statement of Cash Flows
For the Year Ended March 31, 2008

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Non-cash interest expense
Write-off of liabilities
Allocated compensation charge in connection with grant of options to empioyees
by an affiliate treated as a coniribution to member's capital
Changes in:
Due from clearing broker
Other deposits
Prepaid expenses
Employee advances
Due from affiliates
Accounts payable and accrued expenses
Commission payable
Deferred rent
Due to affiliates

Net cash used in operating activities
Cash fiows from investing activities:
Securities sold, but not yet purchased
Security deposit held with broker

Net cash provided by investing activities

Cash flows from financing activities:

Capital contributions

Decrease in cash
Cash - March 31, 2007

Cash - March 31, 2008
Non-cash transactions:

interest expense recorded as capital contribution
Write off of liabilities accrued in prior years

See nofes to financial statements

$  (2,222,000)

394,000
45,000
{149,000)

917,000
{14,000)
(19,000)
{50,000}

1,000
(655,000)
(138,000)
(14,000)

___ (75.000)

(1,979,000)
(25,000)
150,000

125,000

___1.760.000

(94,000)
408.000

$. .. 314,000

$ 45,000
$ {14%,000)




© SKY CAPITAL LLC
{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

NOTE A - ORGANIZATION AND DESCRIPTION OF BUSINESS

Sky Capital LLC (the "Company") was organized as a New York limited liability company on June 7, 2001. The
Company obtained broker-dealer approval from the Securities and Exchange Commission ("SEC") and the
National Association of Securities Dealers ("NASD") on May 13, 2002. The Company is an introducing broker
and is also engaged in proprietary trading and invesiment activities. The Company clears all of its trading activity
through Sterne Agee, a self ciearing firm. The Company is a wholly owned subsidiary of Sky Capital Holdings Ltd.
("Holdings").

The company is not required to file Schedule Il — Computation for Determination of Reserve Requirements
Pursuant to Rule 1523-3 nor Schedule (I- information Relating to Possession or Control Requirements. Under
Rule 15¢3-3 of the Securities and Exchange Commission ("SEC") as the Company is exempt from the provisions
of the Rule based upon the exemption under Section (k)(2)(i).

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

[1] Cash:
The Company maintains its cash in deposit accounts, which at times may exceed federally insured limits.
The Company has not experienced any losses in such accounts. The Company believes it is not exposed
to any significant credit risk on cash.

[2] 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 asseis and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Such estimates
include the selection of assumptions underlying the calculation of the fair value of options. Actual results
could differ from those estimates.

f3] Revenue recognition:
Consulting and private piacement feas are recorded when earned. The Company may receive payment of
fees in the form of securities. These securities are valued at market or measured at their eslimated fair
value on the date the related fees are earned. Security transactions are recorded on a trade date basis.
Commission income is recognized on a trade date basis.

Dividend income is recognized on the ex-dividend date and interest income is recorded when earned.

investment banking fees are recorded upon the closing of the transaction when it can be determined that
the fees have been irrevocably earned.

~I




" SKY CAPITAL LLC
{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

[4]

I8]

(6]

[7]

Vaiuation of securities:

Unrealized gains and losses on securities held by the Company are recognized as gain or ioss in the
statement of operations. Securities owned, which are listed on a national securities exchange, are valued at
their last reported sales price. Securities owned which trade over-the-counter are valued at the "closing”
price. Securities sold, but not yet purchased, have been recorded at their "closing” sales price.

The value of securities owned by the Company can change substantialiy because of volatility in the price of
each security, changes in the business prospects of the issuer of the securities, specific events influencing
the operations of the issuer of the securities, and various other circumstances outside the security issuer's
control.  Accordingly, the value of the securities could decline so that a loss would be required to be
recognized for the total carrying amount of such securities.

Securities not readily marketable include investment securities (a) for which there is no market on a
securities exchange or no independent pubiicly quoted market, (b) that cannot be publicly offered or sold
unless registration has been efiected under the Securities Act of 1933, or (c) that cannot be offered or soid
because of other arrangements, restrictions, or conditions applicable to the securities or to the Company.

Investments in non-marketable securities are recorded at estimated fair values using methods determined in
good faith by management after consideration of all relevant information, including original cost, private
market values, operating results and financial position. Because of the inherent uncertainty of valuation, the
investment manager determined values may differ significantly from values that would have been used had
a ready market for these securities existed, and the differences could be material.

Fixed assets:

Furniture, fixtures and computer equipment are recorded at cost {(which may represent carryover basis) iess
accumulated depreciation. Depreciation is provided using the straight-line method over the estimated useful
fives of the assets, which range from 5 to 7 years. Leasehold improvements are amortized over the lesser
of the economic useful life of the improvement or the term of the lease.

Deferred rent;

The Company leases office space under a lease that provides for a free rent period and rent incrsases over
the term of the lease. The Company records rent expense on a straight-line basis. The difference between
cash paid and rent expense is recorded as deferred rent.

Advertising Costs:

Advertising costs are expensed as incurred. Advertising expense totaled 310,000 for the year ended March
31, 2008



" SKY CAPITALLLC
(a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

(8]

Going concern and plan of operations:

The company has incurred significant losses from operations since inception. These losses nave been
funded primarily by additional capital contributed from Holdings which has a working capita! facility with an
affiliate; Sky Enterprises, inc. {("SCE") as described in note D. Management believes that currently available
funds will not be sufiicient to sustain the Company’s operations at present levels through March 31, 2009,
The Company's ability to continue as a2 going concern is dependent on the continued support of Holdings
and positive cash flow from operations. There can be no assurance that such additional funding wiif be
available to the Company. In the event that financing is not available, the Company would have fo
substantially cut its overhead which could result in curtailing the company's operations. This fector raises
the risk concerning the Company’s ability to continue as a going concern. The company anticipates that
additional funding will come from Holdings which in turn is anticipating funding to come from SCE. However,
there can be no assurance that SCE will have funds available, and that Holdings will be able to zontinue to
financially support the company. The accompanying financial statements have been preparec assuming
that the company will continue as a going concern, which contemplates continuity of operations in the
ordinary course of business. The accompanying financial statements do not inciude any adjustments due to
the Company’s current status.

NoTE C — DUE FROM BROKER

This includes the receivables of $20.000 from the clearing broker towards commission. Additionally, the company
maintains money market cash and short term investments accounts with the clearing broker totaling $117,000.

NoTE D — EMPLOYEE ADVANCES

The company advances money to certain empioyees from time to time. These advances are usually recovered by
adjusting against the commissions due to these employees. At March 31, 2008, the employee advances included
a reserve of $100,000 towards possible non recovery of advances from these employees.

NOTE E- FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

At March 31, 2008, furniture, equipment and leasehold improvements were comprised of the following:

Computer equipment $ 1.322.000
Furniture and fixtures 785,000
Leasehold improvements 898.400
3,005,000

Less accumutated depreciation and
Amortization 2.188.000
§ 817,000

Depreciation and amortization expense for the year ended March 31, 2008 was $394,000.



" SKY CAPITAL LLC

{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

NOTE F - RELATED PARTY TRANSACTIONS

During the year ended March 31, 2008, the Company received private placement fees of $246,000 from Sky
Capita! Enterprises ("SCE"). As a result of raising funds for Sky Capital Enterprise, the firm has a warant to
purchase 3 units (10% of 30 units) of the Sky Capital Enterprise Private Piacement at $75,000 per unit. £ach unit
consists of 304,626 shares of Sky Capital Enterprise, 129,629 shares of Sky Capital Ventures, 62,731 shares of
Sky capital Holdings, and 375,000 warrants to purchase Sky Capital Enterprise at 20 cents per share for aterm of
five years. As a result of prior year Private Placements the company owned 1.896.000 warrants to purchase
shares of Sky Capital Enterprise. As of March 31, 2008, the Company also owned 190,582 warrants irom Global
Secure Corp that expires September 30, 2002. In addition the Company has Global warrants for 750,000 shares
exercisable at $2.27 per share with an expiry date of February1, 2012. At March 31, 2008, the SCE and Global
warrants were written down to an adjusted fair market value of $0, respectively.

As of March 31, 2008 SCE has entered into an agreement with Sky Capital Holdings and is currently providing
Sky Capital Holdings with a line of credit of approximately $11 million. Holdings may use the proceeds to make
capital contributions to the Company to help meet cash flow requirements. Such facility is secured by all the
assets of Holdings (including the Company) and is evidenced by a promissory note which is due December 31,
2008 and bears interest at 250 basis points over the Bank of America prime lending rate. During the fiscal year
ended March 31, 2008, Holdings contributed $1,760,000 of capital to the Company. In addition, Holdings also
contributed approximately $45,000 of expenses on behalf of the company, which related to the interest due on the
subordinated loan.

The company leases office space in Boca Raton, Fiorida from Sky Capital Enterprises for $6,300 per month. The
company paid $75.000 towards rent for the year ended March 31, 2008.

Sky Capital Management Services (SCME), which is 50% owned by Sky Capital Holdings, served as the common
paymaster for the Company and affiliates for the year ending March 31, 2008. The amounts due from sffiliates
includes approximately $2,000 due from SCMS for fund advanced by the company

NOTE G - INCOME TAXES

The Company is a disregarded entity for income tax purposes. The Company's income or loss will be: reported by
and in combination, with the income or loss of Holdings.

NoTE H - NET CaPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule {Rule 15c3-1),
which reguires the maintenance of minimum net capital and requires that the ratio of aggregate incabtedness to
net capital, both as defined, shall not exceed 15 times net capital. At March 31, 2008, the Company had net
capital of approximately $215,000, which was approximately $115,000 in excess of its required net capital. The
Company's aggregate indebtedness to net capital ratio was 135%.

During the year, the Company was reprimanded by FINRA on inter month net capital deficiencies resuliing in non

compliance with the above rule. These incidents of noncompliance were caused by errors and deficiencies in
calculation of net capital and may have resulted in inaccurate daily computation of capital adequacy.

10




" SKY CAPITAL LLC

{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

NOTE | - COMMITMENTS

[

2]

(3]

Letter of credit:

Holdings has obtained a letter of credit in the amount of $100,000 to secure future rent payments under the
Company's lease agreement. The current date of expiry for this letter of credit is July 13, 2009. Following
this daie, the Letter of credit will automatically renew til! July 13 of the foliowing year till the final expiry date
of March 31, 2012. The letter of credit is collateralized by a certificate of deposit of Holdings.

Leases:

in July 2001, the company entered into a non cancellable iease which commenced on August1, 2001 and
will expire in January 31, 2012. The Company is obligated for annual minimum rentais under non-cancelable
leases for office space in New York City as follows:

Year Ending
March 31,

2009 597,000
2010 605,000
2011 605,000
2012 534.000

$ 2,341,000

Certain agreements are subject to periodic escalation provisions for real estate taxes and other charges.
in addition, the Company subleases space in Florida on a month to month basis from SCE.

Rent expense was approximately $643,000 (including deferred rent credit of $11,000) for the ysar ended
March 31, 2008.

Litigation:

tn November 2007, some former clients an arbitration with FINRA in relation to a suitability claim egainst the
company arising out of a private piacement investment. Claimants seek $481,000 in compensatory
damages, $1.000,000 in punitive damages, together with interest, costs and attorneys’ fees. n January
2008, the Company filed its answer in whicit it denied the material aliegations in the Statement of claim and
asserted numerous defenses. The management believes the claim is without merit and intends fo vigorously
defend this matter.

tn November 2007, some former clients filed an arbitration with FINRA in relation to claims against the
Company for, inter aliz, unauthorized trading, fraud, unsuitability, breach of contract, faiture to supervise and
churning. Claimants seek $1,312,000 and $20,000,000 in punitive damages, together with inferest, costs
and attorney's fees. In March 2008, company filed its answer in which it denied the material allegations in
the Statement of claim and asserted numerous defenses. The management believes the claim is without
merit and intends to vigorously defend this matter.

in 20086, a former client filed arbitration with FINRA in relation to claims against the Company for suitability,
raud, failure to sell in caonnection with three private placement investments and an order to sell shares in his
account. Claimant seeks $300,000 in compensatory damages and $100,000 in punitive damages, together
with costs and attorney’s fees. In March 2008, company filed its answer in which it denied the maierial
aliegations in the Statement of ciaim and asserted numerous defenses. The management believes the ciaim
is without merit and intends to vigorously defand this matter.

11



" SKY CAPITALLLC

{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Notes to Financial Statements
March 31, 2008

14]

in 2007.a former cusiomer has filed a claim against the Company seeking $174,000 in cornpensatory
damages for alleged improprieties in the customer's account. The customer has threatened fo file an
arbitration action with FINRA if the matter was not resolved. The Company has responded to the complaint
in which it denied the claim. The management believes the claim is without merit and intends to vigerously
defend this matter.

In January 2008, a former legal counsel for the Company filed a lawsuit, asserting claims for breach of
confract, account stated and quantum merit for legal fees allegedly owed and seeking$141,000 in
compensatory damages ifogether with prejudgment interest, costs, and expenses. In February 2008, the
Company filed its answer to complaint in which it denied the material allegations, asserted numerous
affimative defenses, and filed a counterclaim against plaintiff seeking the return of $100,000 held in
Plaintiff's attorney escrow account. The management believes the claim is without merit and intends io
vigorously defend this matter.

An investigation has been initiated by FINRA Regulation that is focused on market timing and e-mail
retention issues. While FINRA Reguiation has not initiated a formal disciplinary action against the
management intends to vigorously defend any potential regulatory action.

in addition to the above, the Company is a defendant in litigation and may be subject to unasserted claims
or arbitrations primarily in connection with its activities as a securities broker-dealer and participation in
private placements. In the opinion of management, all such claims, suits and complaints are without merit
and currently cannot be estimated.

During the fiscal year ended March 31, 2007, various settiements totaling $428,000 were made. These were
adiusted against accruals made in prior years and did not result in an expense in the aczompanying
financial staiements. With respect to other pending matters, due to the unceriain nature of litigation in
general, the Company is unable to estimaie a range of possible toss; however, in the opinion of
management, after consultation with counsei, the ullimate resolution of these matters should not have a
material adverse effect on the Company's consolidated financial position, results of operations o: liquidity.

investigation by the United States Atiorney:

in November 2006, two search warrants were executed at the Wall Street, New York City cffices of the
Company in connection with an investigation by the United States Attorneys’ Office for the Southern District
of New York (the “investigation™). Following the execution of the search warrants, the Company’'s president,
Michael Recca, resigned.

Through May, 2008, no charges have been brought by the U.S. Attorney against the Company, or any of
their present or former officers, directors or employess, and the Company's attorneys are not aware of any
such charges that are imminent or pending. Further, through May, 2008, no lawsuits, actions, arbitrations or
legal proceedings of any kind have been commenced against the Company or any of their presant or former
officers, directors, or employees arising out of or refated to the investigation. The Company and some of its
present andfor former officers, directors and empioyees may nevertheless subsequently by the subject of
criminal charges and/or civil suit arising out of or reiating to the investigation and/or matters emanating from
the execution of the search warrants and related matters. The defense of such lawsuits and any criminal
charges would cause the subject officers and directors to give attention to such matters and any fines
andior damages which may be awarded could have a material adverse effect on the Company's financial
position, resuits of operations and cash fiows and could result in the Company ceasing to carry on
business.

—x
N2



" SKY CAPITAL LLC
(a wholly owned subsidiary of Sky Capital Holdings Lid.)

Notes to Financial Statements
March 31, 2008

NOTE J - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

The Company maintains its cash balances in various financial institutions. The Federal Deposit Insurance
Corporation insures the balances up to $100,000 in the United States. At March 31, 2008, the uninsured
balance was $214,000.

As the Company is a non-clearing broker, it has its securities and its customers' transactions cleared
through another broker-dealer pursuant to a ciearing agreement. Substantially all of the security positions
are hetd with the clearing broker. Recognizing the concentration of credit risk this implies, the Company
utilizes a clearing broker that is a member of major securities exchanges. Although the Company clears its
customer transactions through its clearing broker, nonperformance by its customers in fulfilling their
contractual obligations pursuant to securities transactions may expose the Company to risk and potential
loss.

NOTE K - SUBORDINATED LIABILITIES

The Company has a $1,000,000 junior subordinated revolving credit agreement that matures on March 31,
2009 with Holdings under which outstanding borrowings bear interest at 4%% per annum, pad quarterly.
For the year ended March 31, 2008, $45,000 of such interest was treated as a capital contribution and
expensed. The subordinated liability is available in computing net capital under the SEC's Uniform Net
Capital Rule. To the extent that such borrowing is required for the Company's continued compliance with
minimum net capital requirerments, it may not be repaid,

NOTE L- SEVERANCE AGREEMENT

in December 2007, Holdings and SCE entered into a severance agreement with a former officer and
stockholder of the company and its affiliates. Per the agreement, the affiliated companies arz jointly and
severally responsible for an annual severance payment of $200,000 for two years immediately succeeding
the severance. Additionally. the affiliated companies would purchase certain securities of the affiiated
companigs at an aggregate purchase price of $1,500,000.

NOTE M - 401(k) SAVINGS PLAN

An affiliate of Holdings, which is an affiliate of the Company, maintains a 401(k) savings plan which includss
employees of the Company. Full-time employees who have completed 3 months of service and have
attained 21 years of age are eligible to participate. Participants may defer a percentage of their salary,
subject to internal Revenue Service limits: The Company, at its discretion, may make contributions through
its affiliate to the Plan. The Company elected not to make discretionary contributions for the year ending
March 31, 2008.

13
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" SKY CAPITAL LLC
{a wholly owned subsidiary of Sky Capital Holdings Ltd.)

Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
March 31, 2008

Total ownership equity $ 391,000
Subordinated liabilities __1.000,000
__1.391.000

Deductions and/or charges:
Nonallowabie assets:
Furniture, equipment and leasehold improvements, net of accumulated depreciation

and amortization 817,000
Non-marketable securities
Other non-allowable assets . 357.000
Total deductions and/or charges _ 1.174.000
Net capital before haircuts and undue concentrations on securities positions 217,000
Haircuts and undue concentrations on securities positions _._ 2000
Net capital 5215000
Computation of basic net capital requirements:
Minimum net capital required: & 2/3% of § 334,000 $ 21,000
Minimum dollar net capital requirement of reporting broker-dealer § __100.000
Net capital requirement & 100,000
Excess net capital £__115.000
Computation of aggregate indebtedness:
Accounts payable and accrued expenses $ 199,000
Accrued payroll and related {axas 12,000
Deferred rent __123.000
5. 334,000
Percentage of aggregate indebtedness to net capital 155%

Reconciltation with Company's computation {included in Part Il A of Form X17a-5
{unaudited) FOCUS Repeort as of March 31, 2006}:

Net capital as reported in Company's Part Il A (unaudited) FOCUS Report $ 238,000
Audit adjustmenis to net loss
Accrue expenses (13,000)
Other adjustments 4,000
Net Adjustmenits to non allowable assets
Increase in due from affiliates {17,000)
Decrease in employee advances _ 5.000
Net capital per above 5.__ 215.000

See nofes to financial statements 14
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5

To the Member
Sky Capital LLC
New York, New York

in planning and performing our audit of the financial statements and supplementat schedule of Sky
Capital LLC {the "Company") for the year ended March 31, 2008 in accordance with auditing
standards generaily accepted in the United States of America, we considered the Company’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing an opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internat 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 fofiowed by the Company, including consideration of
control 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 and net capital under Rule 175-3(a}(11} and for
determining compliance with the exemptive provisions of Ruie 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.

The management of the Company is responsibie for establishing and maintaining intemal conirol and
the practices and procedures referred to in the preceding paragraphs. In fulfiliing this responsibility,
estimates and judgments by management are required to assess the expected benefits and related
costs of controis, and of the practices and procedures referred 1o in the preceding paragraphs 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 accounting
principles generally accepted in the United States of America. Rule 17a-5(g) iists additional objectives
of the practices and procedures listed in the precading 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, projeciion of any evaluation of them to future
periods is subject to the risk that they may become inadequaie because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.
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A control deficiency exists when the design or operation of a control does not aliow managem.ent 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
caontrol deficiencies, that adversely affects the entity's ability to initiate, autharize, record, process, or
report financial data reiiably 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 inconsequentiai will not be prevented or detecied by the entity’s internal control,

A material weakness is a significant deficiency, or a 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 conirol.

Our consideration of internal control was for the limited purpose described in the first, second and
third paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. However, we identified the foliowing deficiency in internal controls that we
consider to be material weaknesses as defined above-

(a) Deficiencies in Net capital compliance.

These conditions were considered in determining the nature, timing and extend of the procedures
performed in our audit of the financial statements of the company as of and for the year ended March
31, 2008, and this report does not affect our report thereon date May 27, 2008.

We understand that practices and procedures that accomplish the objectives referred to in the sacond
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1834, 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 siudy, we identified the following deficiency in
internal controls that we consider {o be material weaknesses as defined above-

(b} Deficiencies in Net capital compliance.
This report is intended solely for the information and use-of the member, management, the SEC,
FINRA and other requlatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of

1834 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.

ELELLP

New York, New York
May 27, 2008.



