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Tel: +1 949 794 2300
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WWW.ey.com

Report of Independent Registered Public Accounting Firm

To the Member of
KBS Capital Markets Group, LLC

We have audited the accompanying statement of financial condition of KBS Capital Markets
Group, LLC, a California limited liability company (the “Company”), as of December 31, 2008,
and the related statements of operations, member’s capital, and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and 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 matenal respects,
the financial position of KBS Capital Markets Group, LLC at December 31, 2008, and the results
of its operations and its cash flows for the year then ended, in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and Il 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 our 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.

Tt ¢ mL—LP
January 23, 2009

A member firm of £rnst & Young Glebal Limited
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KBS Capital Markets Group, LLC
(a California limited liability company)

Statement of Financial Condition

December 31, 2008

ASSETS

Cash and cash equivalents $ 2,874,380
Commissions due from affiliate 152,000
Reimbursements due from affiliate 268.019
Prepaid expenses and other assets 275,718
Property and equipment, net 41,147
TOTAL ASSETS $ 3,611,264

LIABILITIES AND MEMBER’S CAPITAL

Accounts payable and accrued liabilities $ 222,349
Commissions and marketing fees payable to broker-dealers 792,489
Accrued compensation 689,694

1,704,532

Commitments and contingencies (Note 7}

Member’s capital 1,906,732

TOTAL LIABILITIES AND MEMBER'S CAPITAL $ 3,611,264

See notes to financial statements.



KBS Capital Markets Group, LLC
(a California limited liability company)

Statement of Operations

For the Year Ended December 31, 2008

REVENUES
Commissions from affiliates

Dealer manager fees from affiliates 41,031,890
Reimbursements from affiliate 45,794
Interest and other income 91,760
108,381,619
EXPENSES
Employee salaries, commissions and benefits 22,891,406
Commissions and marketing fees to broker-dealers 80,806,905
Travel and entertainment 2,078,208
Rent and facilities 440,009
Meetings and sponsorships 327,650
Professional services 151,825
General, administrative and other expenses 857,966
107,554,029
NET INCOME $ 827,590

See notes to financial statements.

$ 67,212,175




KBS Capital Markets Group, LLC
(a California limited liability company)

Statement of Member’s Capital

For the Year Ended December 31, 2008

BALANCE — December 31, 2007 $ 1,079,142
Net Income 827,590
BALANCE - December 31, 2008 $ 1906732

See notes to financial statements.



KBS Capital Markets Group, LLC
(a California limited liability company)

Statement of Cash Flows

For the Year Ended December 31, 2008

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 827,590
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation 68,967
Changes in operating assets and liabilities:
Commissions due from affiliate 289,723
Reimbursements due from affiliate (248,157}
Dealer manager fee due from affiliate 232,066
Prepaid expenses and other assets {168,797)
Accounts payable and accrued liabilities 84,173
Commissions and marketing fees payable to broker-dealers (422,233)
Accrued compensation (107,304)
Net cash provided by operating activities 556,028
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (4,691)
Net cash used by investing activities (4,691)
NET INCREASE IN CASH 551,337
Cash and cash equivalents - beginning of year 2,323,043
Cash and cash equivalents - end of year § 2874380

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for taxes $ 12.590

See notes to financial statements.




KBS Capital Markets Group, LLC
(a California limited liability company)

Notes to Financial Statements

December 31, 2008

1. Organization of the Company

KBS Capital Markets Group, LLC (the “Company”) is a registered broker-dealer in securities
under the Securities Exchange Act of 1934 and a member of the Financial Industry Regulatory
Authority (“FINRA”). The Company is a limited purpose broker-dealer approved to distribute
mutual funds, variable annuities and direct participation programs to other FINRA approved
broker-dealers. The Company is organized as a Limited Liability Company in the State of
California. The Company has a single member, KBS Holdings, LLC (the “Member”).

During 2008, the Company served as the dealer manager for the public offerings of KBS Real
Estate Investment Trust, Inc. (the “KBS REIT”) and KBS Real Estate Investment Trust II, Inc.
(the “KBS REIT II"), both affiliates of KBS Holdings, LLC (collectively referred to herein as the
“KBS REITs”). The offering period for KBS REIT closed on May 30, 2008, while the offering
period for KBS REIT II commenced on June 2, 2008.

2. Summary of Significant Accounting Policies

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect
amounts and liabilities as of December 31, 2008, and the revenues and expenses for the year then
ended. Actual results could differ from these estimates.

Cash and Cash Equivalents

The Company has defined cash equivalents as highly liquid investments with original maturities
of less than ninety days that are not held for sale in the ordinary course of business.

The Company currently maintains substantially all of its operating cash with one major financial
institution. At times, cash balances may be in excess of the amounts insured by the Federal
Deposit Insurance Corporation.



KBS Capital Markets Group, LLC
(a California limited liability company)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Commissions and Reimbursements Due From Affiliate

The Company receives commissions in connection with the distribution and sale of shares of the
KBS REITs. The Company also receives commissions on proceeds from the KBS REIT
Dividend Reinvestment Plan (“DRIP Plan”). [n addition, the Company receives reimbursement
for certain expenses including sponsorships, promotional items, legal fees, travel, and due
diligence expenses from the KBS REITs.

Prepaid Expenses

Prepaid expenses mainly consist of prepaid meetings, prepaid FINRA licensing and registration
rencwal fees and prepaid insurance.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation of
property and equipment is provided on a straight-line basis over the estimated original useful
lives of the assets, which range from three to seven years.

Commissions and Marketing Fees Payable to Broker-Dealers

The Company pays commissions to broker-dealers in connection with the distribution and sale of
shares of the KBS REITs, including commissions on proceeds from the DRIP Plan. The
Company pays marketing fees to certain broker-dealers for marketing services provided by such
broker-dealers.

Accrued Compensation

Accrued compensation is primarily related to incentive compensation due to certain of the
Company’s officers and employees in connection with the sales of shares of KBS REIT II.



KBS Capital Markets Group, LLC
(a California limited liability company)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Revenue Recognition

The Company’s revenues are primarily comprised of commissions and dealer manager fees
eammed as compensation in connection with the distribution and sales of shares of the KBS
REITs.

Commissions and dealer manager fees are recognized on the date which the shares sold by the
dealer manager are accepted and confirmed by the KBS REITs. The Company generally reallows
100% of the commissions and up to 2.5% of gross proceeds in the form of marketing fees to
participating broker-dealers involved in the sale of shares of the KBS REITs.

Reimbursements from Affiliate

Reimbursements from affiliate represent payments received from KBS REIT II for organization
and offering costs previously paid by the Company on behalf of KBS REIT II in connection with
the distribution and sale of shares of KBS REIT II. Prior to 2008, the Company was uncertain as
to whether such organization and offering costs were to be reimbursed by KBS REIT II. During
the year ended December 31, 2008, the Company was reimbursed for such costs and, as such,
recognized prior period reimbursements as revenue.

Income Taxes

As a limited liability company, the Company is subject to certain state and local taxes; however,
income taxes on income or losses realized by the Company are generally the obligation of the
Member.

3. Property and Equipment

Property and equipment consist of the following at December 31, 2008:

Computer equipment $ 213,298

Office equipment and fixtures 25,124

Less accumulated depreciation (197.275)
$ 41,147




KBS Capital Markets Group, LLC
(a California limited liability company)

Notes to Financial Statements (continued)

4. Related Party Transactions

The Company earns commissions and dealer manager fees for the distribution and sales of shares
of the KBS REITs. The commission percentage is calculated using a commission rate starting at
6% and declining to 1% of proceeds from sales of shares based on the number of shares sold.
Commissions on proceeds from the DRIP Plan are calculated based on 3% of such proceeds. The
dealer manager fees are calculated using a rate starting at 3.5% and declining to 2.5% of
proceeds from sales of shares based on the number of shares sold. There are no dealer manager
fees paid on sales from the DRIP Plan. For the year ended December 31, 2008, the Company
earned $67,212,175 of commissions and $41,031,890 of dealer manager fees.

As of December 31, 2008, the Company had commissions receivable from an affiliate in the
amount of $152,000. The commissions receivable represent commissions associated with the
DRIP Plan.

During the year ended December 31, 2008, the Company received $756,332 and $1,156,400
from KBS REIT and KBS REIT II, respectively, as reimbursement for certain expenses
including sponsorships, promotional items, legal fees, travel, and due diligence expenses. As of
December 31, 2008, the Company had $268.019 receivable from KBS REIT II for such
reimbursable expenses.

During the year ended December 31, 2008, the Company received $45,794 from KBS REIT II
for reimbursements of organization and offering costs previously paid and expensed by the
Company on behalf of KBS REIT II.

KBS Realty Advisors, LLC (“*KBSRA™), which is affiliated with the Company’s Member, pays
for certain operating expenses on behalf of the Company. For the year ended December 31,
2008, the Company reimbursed KBSRA $221,556 for such operating expenses. The Company
pays certain operating expenses on behalf of KBSRA. For the year ended December 31, 2008,
the Company received $19,069 from KBSRA as reimbursement for such expenses.

The Company subleases office space and office equipment from KBSRA on a month-to-month
basis. During the year ended December 31, 2008, the Company incurred $472,908 of expenses
related to such subleases.



KBS Capital Markets Group, LLC
(a California limited liability company)

Notes to Financial Statements {continued)

5. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission (the “SEC”) Uniform Net
Capital Rule (“Rule 15¢3-17), 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. The Company computes its net capital requirements under the aggregate indebtedness
method provided for in Rule 15¢3-1. Advances to affiliates, repayment of subordnated
borrowings, dividend payments, and other equity withdrawals are subject to certain notification
requirements and other provisions of the SEC Uniform Net Capital Rule or other regulatory
bodies.

At December 31, 2008, the Company had net capital of $1,321,794 which was $1,208,159 in
excess of the required net capital of $113,635 as computed in accordance with Rule 15¢3-1. The
Company’s net capital ratio was 1.29 to 1.

6. Defined Contribution Plan
KBSRA sponsors a 401(k) defined contribution plan (the “Plan”) that is made available to
employees of the Company. Eligible participants may contribute up to the maximum amounts

established by the United States Internal Revenue Service. The Company did not incur any
expense for the Plan during the year ended December 31, 2008.

7. Commitments and Contingencies
The Company is subject to various claims, lawsuits and complaints arising during the ordinary

course of business, none of which, in the opinion of management, is expected to have a material
adverse effect on the Company’s financial position or results from operations.

10
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KBS Capital Markets Group, LLC
(a California limited liability company)

Schedule [ - Computation of Net Capital for Brokers and Dealers
Pursuant to Rule 15¢3-1 of the Securities and Exchange Commission

December 31, 2008

Member’s capital $ 1,906,732
Less nonallowable assets (584,938)
Net capital per Rule 15¢3-1 1,321,794
Minimum net capital required (the greater of $5,000 or 6 2/3% of

aggregate indebtedness}) 113,635
Excess net capital $ 1,208,159
Aggregate indebtedness $ 1,704,532
Ratio of aggregate indebtedness to net capital 1.29to0 1

There were no material differences between the above computation and the Company’s
corresponding unaudited Part Il of Form X-17A-5 as of December 31, 2008.

See report of independent registered public accounting firm.
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KBS Capital Markets Group, LLC
(a California limited liability company)

Schedule Il — Statements Regarding SEC Rule 15¢3-3

December 31, 2008

Computation of Reserve Requirements Pursuant to Rule 15¢3-3:

The Company is exempt from the Computation of Reserve Requirements according to the
provision of Rule 15¢3-3(k)(2)(1).

Information Relating to Possession or Control Requirements under Rule 15¢3-3:

The Company is exempt from the Rule 15¢3-3 as it relates to possession and control
requirements under the (k)(2)(i) exemption provision.

See report of independent registered public accounting firm.

12
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Supplementary Report of Independent Registered Public Accounting Firm on
Internal Control Required by SEC Rule 17a-5

The Member
KBS Capital Markets Group, LLC

In planning and performing our audit of the financial statements of KBS Capital Markets Group,
LLC (the “Company”™), as of and for the year ended December 31, 2008, in accordance with
auditing standards generally accepted in the United States, we considered its 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 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 (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.

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
management’s authorization and recorded properly to permit the preparation of financial

13

A member firm of Ernst & Young Globel Limited
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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.

Because of inherent limitations in internal control and 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 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 internal 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 material
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, 2008, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Member, management, the SEC,
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.

Méaﬁa,l_u(’

January 23, 2009 E \\[

A member firm of Ernst & Young Global Limited




