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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 California limited liability company the Company as of December 31 2010

and the related statements of operations members capital and cash flows for the year then

ended These financial statements are the responsibility of the Companys 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 Companys internal control over financial reporting Our audit

included consideration of internal control over financial reporting as 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 Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on 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 reasonable basis for

our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of KBS Capital Markets Group LLC at December 31 2010 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 whole The information contained in Schedules and II is presented for purposes of

additional analysis and is not 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 whole

February 2011

1101-1219879

member firm of Ernst Young GIoba Limited



KBS Capital Markets Group LLC

Cal fornia limited liability company

Statement of Financial Condition

December 31 2010

ASSETS

Cash and cash equivalents 3577835

Commissions due from affiliate 1150054

Reimbursements due from affiliate 216237

Dealer manager fees due from affiliate 715576

Prepaid expenses and other assets 168323

Property and equipment net 44303

TOTAL ASSETS 5872328

LIABILITIES AND MEMBERS CAPITAL

Accounts payable and accrued liabilities 271663

Commissions and marketing fees payable to broker-dealers 1329445

Accrued compensation 2674134

4275242

Commitments and contingencies Note

Members capital 1597086

TOTAL LIABILITIES AND MEMBERS CAPITAL 5872328

See notes to financial statements

1101-1219879



KBS Capital Markets Group LLC

California limited liability company

Statement of Operations

For the Year Ended December 31 2010

REVENUES

Commissions from affiliates 54223974

Dealer manager fees from affiliates 27356396

Interest and other income 20125

81600495

EXPENSES

Commissions and marketing fees to broker-dealers 63548728

Employee salaries commissions and benefits 15467550

Travel and entertainment 2081238

General administrative and other expenses 894939

Rent and facilities 489343

Marketing and professional services 169187

Meetings and sponsorships 240194

82891179

NET LOSS 1290684

See notes to financial statements

1101-1219879



KBS Capital Markets Group LLC

California limited liability company

Statement of Members Capital

For the Year Ended December 31 2010

BALANCE December 31 2009 819019

Member contributions 2068751

Net loss 1290684

BALANCEDecember 31 2010 1597086

See notes to financial statements

1101-1219879



KBS Capital Markets Group LLC

California limited liability company

Statement of Cash Flows

For the Year Ended December 31 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss to net cash raised in operating

activities

Depreciation

Changes in operating assets and liabilities

Commissions due from affiliate

Reimbursements due from affiliates

Dealer manager fees due from affiliate

Prepaid expenses and other assets

Accounts payable and accrued liabilities

Commissions and marketing fees payable to broker-dealers

Accrued compensation

Net cash raised in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of property and equipment

Net cash used in investing activities

1290684

18864

1002645
368860

685009

94851
81852

1171029

2076079

643495

CASH FLOWS FROM FINANCING ACTIVITIES

Capital contribution from member

Net cash raised in financing activities

NET INCREASE IN CASH 2672823

Cash and cash equivalents beginning of year 905012

Cash and cash equivalents end of year

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for taxes

See notes to financial statements

3577835

12590

39423
39423

2068751

2068751

1101-1219879



KES Capital Markets Group LLC

California limited liability company

Notes to Financial Statements

December 31 2010

Organization of the Company

KBS Capital Markets Group LLC the Company is registered broker-dealer in securities

under the Securities Exchange Act of 1934 and member of the Financial Industry Regulatory

Authority FINRA The Company is 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 Limited Liability Company LLC in the State

of California The Company has single member KBS Holdings LLC the Member

During 2010 the Company served as the dealer manager for the public offerings of KBS Real

Estate Investment Trust Inc KBS REIT KBS Real Estate Investment Trust II Inc KBS
REIT II KBS Strategic Opportunity Real Estate Investment Trust Inc KBS SOR KBS

Legacy Partners Apartment REIT Inc KBS Legacy and KBS Real Estate Investment

Trust III Inc KBS REIT III collectively referred to herein as the KBS REIT5 all of

which are affiliates of the Member The offering period for KBS REIT closed on May 30 2008

while the offering period for KBS REIT II closed on December 31 2010 KBS SOR commenced

on November 20 2009 while KBS Legacy commenced on March 12 2010 KBS REIT III was

determined effective by the Securities and Exchange Commission SEC on October 26 2010

but has yet to officially begin sales activity

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 assets

and liabilities as of December 31 2010 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

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

1101-1219879



KBS Capital Markets Group LLC
Calfornia limited liability company

Notes to Financial Statements continued

Summary of Significant Accounting Policies continued

Concentrations

Substantially all revenue generated by the Company during the year ended December 31 2010

was from the KBS REITs

Commissions Dealer Manager Fees and Reimbursements Due From Affiliate

The Company receives commissions and dealer manager fees in connection with the distribution

and sale of shares of KBS REIT II KBS SOR and KBS Legacy The Company also receives

commissions on proceeds from the KBS REIT Dividend Reinvestment Plan DRIP Plan In

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 and Other Assets

Prepaid expenses and other assets mainly consist of prepaid insurance and prepaid rent

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation Depreciation of

property and equipment is provided on 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

Companys officers and employees in connection with the sales of shares of KBS REIT II KBS

SOR and KBS Legacy

1101-1219879



KBS Capital Markets Group LLC

Calfornia limited liability company

Notes to Financial Statements continued

Summary of Significant Accounting Policies continued

Revenue Recognition

The Companys revenues are primarily comprised of commissions and dealer manager fees

earned 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 affiliates represent payments received for organization and offering costs

previously paid by the Company on behalf of and in connection with the distribution and sale of

shares of the KBS REITs

Taxes

As LLC 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

The Company adopted Accounting Standards Codification 740-10 Income Taxes

ASC 740-10 for the fiscal year ended December 31 2009 Based on its evaluation under

ASC 740-10 the Company has concluded that there are no significant uncertain tax positions

requiring recognition in its financial statements nor has the Company been assessed interest or

penalties by any major tax jurisdictions The Companys evaluation was performed for the tax

year ended December 31 2010

1101-1219879



KBS Capital Markets Group LLC

California limited liability company

Notes to Financial Statements continued

Property and Equipment

Property and equipment consist of the following at December 31 2010

Computer equipment 50716

Office equipment and fixtures 53743

Less accumulated depreciation 60156
44303

Related Party Transactions

Commissions and Dealer Manager Fees

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 commission rate starting at

6.5% 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 rate starting at 3% and declining to 2% There are no

dealer manager fees paid on sales from the DRIP Plan For the year ended December 31 2010

the Company earned $54223974 of commissions and $27356396 of dealer manager fees

As of December 31 2010 the Company had commissions due from affiliate of $1150054 and

dealer manager fees due from affiliate of $715576 The commissions and dealer manager fees

receivable represent commissions and fees associated with the sale of shares for KBS REITs

Reimbursements from Affiliates

During the year ended December 31 2010 the Company received $3517079 from KBS REITs

as reimbursement for certain expenses including sponsorships meetings promotional items

legal fees registration fees travel and due diligence expenses As of December 31 2010 the

Company had $216237 receivable from KBS REITs for such reimbursable expenses

1101-1219879



KBS Capital Markets Group LLC
Cal fornia limited liability company

Notes to Financial Statements continued

Related Party Transactions continued

KBS Realty Advisors LLC KBSRA an affiliate of the Company pays for certain operating

expenses on behalf of the Company For the year ended December 31 2010 the Company

reimbursed KBSRA $27471 for such operating expenses The Company pays certain operating

expenses on behalf of KBSRA For the year ended December 31 2010 the Company received

$28628 from KBSRA as reimbursement for such expenses

The Company subleases office space and office equipment from KBSRA on month-to-month

basis During the year ended December 31 2010 the Company incurred $131148 of expenses

related to such subleases

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-1 which requires

the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to

net capital both as defined shall not exceed 15 to The Company computes its net capital

requirements under the aggregate indebtedness method provided for in Rule 15c3-1 Advances to

affiliates repayment of subordinated 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 2010 the Company had net capital of $452647 which was $167631 in excess

of the required net capital of $285016 as computed in accordance with Rule 15c3-1 The

Companys net capital ratio was 9.44 to

Defined Contribution Plan

KBSRA sponsors 40 1k 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 2010

1101-1219879 10



KBS Capital Markets Group LLC
Calfornia limited liabilily company

Notes to Financial Statements continued

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 material

adverse effect on the Companys financial position or results from operations

Subsequent Events

The Company evaluates subsequent events up until the date the financial statements are available

for issuance As of February 2011 no material subsequent events have occurred

1101-1219879
11
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KBS Capital Markets Group LLC

California limited liability company

Schedule Computation of Net Capital for Brokers and Dealers

Pursuant to Rule 15c3-l of the Securities and Exchange Commission

As of December 31 2010

Members capital 1597086

Less nonallowable assets 1144439
Net capital per Rule 15c3-1 452647

Minimum net capital required the greater of $5000 or 2/3% of

aggregate indebtedness 285016

Excess net capital 167631

Aggregate indebtedness 4275242

Ratio of aggregate indebtedness to net capital 9.44 to

There were no material differences between the above computation and the Companys

corresponding unaudited Part II of Form X- 7A-5 as of December 31 2010

See report of independent registered public accounting firm

1101-1219879 12



KBS Capital Markets Group LLC

California limited liability company

Schedule II Statements Regarding SEC Rule 5c3-3

December 31 2010

Computation of Reserve Requirements Pursuant to Rule 15c3-3

The Company is exempt from the Computation of Reserve Requirements according to the

provision of Rule 15c3-3k2i

Information Relating to Possession or Control Requirements under Rule 15c3-3

The Company is exempt from the Rule 5c3-3 as it relates to possession and control

requirements under the k2i exemption provision

See report of independent registered public accounting firm

1101-1219879 13
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Supplementary Report of Independent Registered Public Accounting Firmon

Internal Control Required by SEC Rule 7a-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 2010 in accordance

with auditing standards generally accepted in the United States we considered its internal control

over financial reporting internal control as 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 Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5gl of the Securities and Exchange Commission SEC we

have made 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 7a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 17a-3a1 and for determining compliance with the exemptive provisions of Rule

15c3-3 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

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation 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 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

managements authorization and recorded properly to permit the preparation of financial

1101-1219879
14

member firm of Ernst Young Global Limited
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statements in conformity with generally accepted accounting principles Rule 17a-5g 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

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatementof the entitys financial statements

will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and was not designed to identify all deficiencies in internal control that might

be material deficiencies significant deficiencies or 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 material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2010 to meet the SECs objectives

This report is intended solely for the information and use of the Member management the SEC
the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 7a-

5g 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

u7LLP
February 92011

1101-1219879
15
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About Ernst Young
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Report of Independent Accountants on Applying Agreed-Upon Procedures

To the Member and Management of KBS Capital Markets Group LLC

We have performed the procedures enumerated below which were agreed to by the Member and

management of KBS Capital Markets Group LLC the Company the Securities Investor

Protection Corporation SJPC the Securities and Exchange Commission and the Financial

Industry Regulatory Authority in accordance with Rule 17a-5e4 of the Securities Exchange

Act of 1934 We performed the procedures solely to assist the specified parties in evaluating the

Companys compliance with the applicable instructions of the General Assessment

Reconciliation Form SIPC-7 for the year ended December 31 2010 The Companys

management is responsible for the Companys compliance with those requirements This agreed-

upon procedures engagement was conducted in accordance with attestation standards established

by the American Institute of Certified Public Accountants The sufficiency of these procedures is

solely the responsibility of those parties specified in this report Consequently we make no

representation regarding the sufficiency of the procedures described below either for the purpose

for which this report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement record entries reviewing check copies and bank statements to determine

that the assessment payments were paid

From our procedures performed as stated above no exceptions were noted

Compared the amounts reported on the audited Form X-17A-5 for the year ended

December 31 2010 with the amounts reported in Form SIPC-7 for the year ended

December 31 2010

From our procedures performed as stated above no exceptions were noted

Compared any adjustments reported in Form SIPC-7 with supporting schedules and

working papers provided to us by management of the Company

From our procedures performed as stated above no exceptions were noted

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the

related supporting schedules and working papers supporting the adjustments

From our procedures performed as stated above no exceptions were noted

1101-1219880

member tirm of Erost Youoq Global Limited
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Compared the amount of any overpayment applied to the current assessment with the

Form SIPC-7 on which it was originally computed

From our procedures performed as stated above no exceptions were noted

We were not engaged to and did not conduct an examination the objective of which would be

the expression of an opinion on compliance with the applicable instructions of Form SIPC-7 for

the year ended December 31 2010 Accordingly we do not express such an opinion Had we

performed additional procedures other matters might have come to our attention that would have

been reported to you

This report is intended solely for the information and use of the specified parties listed above and

is not intended to be and should not be used by anyone other than these specified parties

February 2011

1101-1219880

member firm of Ernst Yoonq Global Limited
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SECURITIES INVESTOR PROTECTION CORPORATION
P.0 Box 92185 Washington D.C 20090-2185

202-371-8300

General Assessment Reconciliation

For the fiscal year ended _____________________
20j...

Read carefully the instructions in your Working Copy before completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining Authority 1934 Act registration no and month in which fiscai year ends for

purposes of the audit requirement of SEC Rule 17a-5

Note II any of the information shown on the mailing label

requires correction please e-mail any corrections to

2121 form@sipc.org and so indicate on the form filed

Name and telephone number of person to contact

respecting this form

Date Paid

Less prior overpayment applied

Assessment balance due or overpayment

Interest computed on late payment see instruction at 20% per annum _________________________

Total assessment balance and interest due or overpayment carried forward

PAI WITH THIS FORM
Check enclosed payable to SIPC

Total must be same as above

Overpayment carried forward ___________________________

Subsidiaries and predecessors included in this form give name and 1934 Act registration number

4w CaLL LdG u.c

Namrption PatriershherjnIzIon

Authorized Sigoolure

___ __________ ___

SIPC-7

33-REV 7/10

SIPC-7

33-REV 7/10

066581 FINRA DEC

KBS CAPITAL MARKETS GROUP LLC

660 NEWPORT CENTER DR STE 1200

NEWPORT BEACH CA 92860-6492

General Assessment item 2e from page

Less payment made with SIPC-6 filed exclude interest

Lc 12q..ft

The SIPC member submitting this form and the

person by whom it is executed represent thereby

that all information contained herein is true correct

and complete

Dated the 2.4 day of SOrWOU%\ 20

This form and the assessment payment Is due 60 days after the end of the fiscal year Retain the Working Copy of this form

for period of not less than years the latest years In an easily accessible place

Received

Title

LU iiares ____________
Postmarked

LU

Calculations _________

Exceptions

Disposition Qf exceptions

Reviewed

DocUmentation _________ Forward Copy



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Item No
2a Total revenue FOCUS Line i2IPart hA Line Code 4030

2b Additions

Total revenues from the securities business of subsidiaries except foreign subsidiaries and

predecessors not included above

Net loss from principal transactions in securities in trading accounts

Net loss from principal transactions in commodities in trading accounts

Interest and dividend expense deducted in determining item 2a

Net loss from management of or parlicipation in the underwriting or distribution of securities

Expenses other than advertising printing registration fees and legal fees deducted in determining net

profit from management of or participation in underwriting or distribution ol securities

Net loss from securities in investment accounts

Total additions

2c Deduclions

Revenues from the distribution of shares of registered open end investmenl company or unit

investment trust from the sale of variable annuities from the business of insurance trom investment

advisory services rendered to registered investment companies or insurance company separate

accounts and from transactions in security futures products

Revenues from commodity transactions

Commissions floor brokerage and clearance paid to other SIPC members in connection with

securities transaclions

Reimbursements for postage in connection with proxy solicitation

Net gain from securities in inveslment accounts

100% of commissions and markups earned from transactions in certifioales of deposit and

ii Treasury bills bankers acceptances or commercial paper that mature nine months or less

from issuance date

Direct expenses of printing advertising and legal lees incurred in connection with other revenue

related to the securities business revenue defined by Section t69L of the Act

Other revenue not related either directly or indirectly to the securilies business

See Instruction

Amounts for th fiscal period

beginning 201Q
and ending tt181 20j

Eliminate cents

h154%

Total interest and dividend expense FOCUS Line 22/PART hA Line 13
Code 4075 plus line 2b4 above but not in excess

of total interest and dividend income $________

ii 40% of margin interest earned on customers securities

accounts 40% of FOCUS Fine Code 3960 $_______

Enter the greater of line or ii

Total deductions

2d SIPC Net Operating Revenues

2e General Assessment .0025
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