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OATH OR AFFIRMATION

[ Young Whi Kim , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

GATES Capital Corporation ,as
of _June 30 , 2011, are true and correct. I 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:

. . [

Signature
NINONNE DUFFY C A e
Notary Public - State of New York Title

a NO. 01DU6020656
ualified in New York Coun
My Commission Expires %7 1

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders” Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control 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 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(I) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(o) Independent Auditors’ Report on Internal Accounting Control.

i

Notary Public

—

O 00000000XX

000X

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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GATES C'apital Corporation
Statement of Financial Condition
June 30, 2011

Assets
Cash
Deposit with clearing broker

Receivable from broker-dealer and clearing organization

Remarketing fees receivable
Securities owned, at fair value
Interest receivable

Advances to related parties
Fixed assets, net

Other assets

Total assets

Liabilities and Stockholders' Equity
Liabilities

Securities sold, not yet purchased, at fair value

Accrued expenses and other liabilities
Deferred remarketing fees
Income taxes payable
Deferred tax liability
Total liabilities

Stockholders' equity

Common stock, $1 par value; 10,000 shares authorized,

5,000 shares issued
Additional paid-in capital
Retained earnings

Less: Stock subscriptions receivable
Treasury stock at cost, 250 shares
Total stockholders' equity

Total liabilities and stockholders' equity

$ 110,271
100,000
903,582
111,965

1,590,529
78,026
129,000
19,456
142,841

$ 3,185,670

$ 99,629
987,694
79,653

3,561

5,000

1,175,537

5,000
1,251,082
1,028,936

2,285,018

(167,432)
(107,453)

2,010,133

$ 3,185,670

The accompanying notes are an integral part of this financial statement.



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

1.

Nature of Operations

GATES Capital Corporation (the “Company”) was incorporated on November 18, 1991, under the
laws of New York State. The Company is a registered broker and dealer pursuant to Section 15(b)
of the Securities Exchange Act of 1934. The Company is a member of the Financial Industry
Regulatory Authority (FINRA) and the Securities Investor Protection Corporation (SIPC). The
Company specializes in buying, selling, underwriting and remarketing municipal securities.

Summary of Significant Accounting Policies

Revenue Recognition
Securities transactions and the related revenues and expenses are recorded on the trade date.

Investment banking revenues include gains, losses and fees, net of syndicate expenses, arising
from securities offerings in which the Company acts as an underwriter or agent, and are recorded
as follows: management fees on offering date; sales concessions on settlement date; and,
underwriting and remarketing fees at the time the transaction is completed and the income is
reasonably determinable.

Securities Owned and Securities Sold, Not Yet Purchased
Securities owned and securities sold, not yet purchased, are carried at fair value and the resulting
unrealized gains and losses are reflected in trading income.

Fixed Assets
Fixed assets are stated at cost less accumulated depreciation. Depreciation is computed using
accelerated methods over the estimated useful lives of the assets, which range from 5 to 7 years.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash Equivalents
From time to time the Company has highly liquid investments with original maturities of three
months or less when purchased, which are deemed to be cash equivalents.

Income Taxes

The Company uses the asset and liability method to calculate deferred tax assets and liabilities.
Deferred taxes are recognized based on the differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases using enacted tax rates
expected to apply to taxable income in the years in which those differences are expected to be
recovered or settled. The Company records a valuation allowance against a deferred tax asset when
it is more likely than not that the deferred tax asset will not be realized.



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

The Company has adopted the authoritative guidance issued, as it pertains to accounting for
uncertainty in income taxes. This standard prescribes a more-likely-than-not threshold for
financial statement recognition and measurement of a tax position taken by the Company. As of
June 30, 2011, the Company determined that they had no uncertain tax positions which affected its
financial position and its results of operations or its cash flows, and will continue to evaluate for
uncertain tax positions in the future. The Company is no longer subject to examination by federal,
state or local taxing authorities for years prior to June 30, 2008.

3.  Securities Owned and Securities Sold, Not Yet Purchased

Securities owned and securities sold, not yet purchased, consist of trading and investment
securities at market value, as follows:

Sold, Not Yet

Owned Purchased
State and municipal obligations $ 1,583,173 $ -
Quasi-government agencies 6,646 -
Corporate debt securities, non-convertible 710 -
Certificates of deposit - 99,629

$ 1.590.529 $ 99.629
4. Advances to Related Parties

As of June 30, 2011, advances to related parties consist of one note to an officer/stockholder of the
Company in the amount of $129,000. The borrowing by the officer/stockholder bears interest at
the prime rate, which was 3.25% per annum at June 30, 2011, and is due on June 30, 2012. The
borrowing by the officer/stockholder is secured by the officer/stockholder’s investment in the
Company. In the event the borrower resigns or is terminated, the unpaid principal balance and
interest become due immediately.

5. Fixed Assets, Net

A summary of fixed assets is as follows:

_ Amount

Office and computer equipment $ 397,801
Furniture and fixtures 23.879
421,680
Accumulated depreciation (402,224)

S 19.456



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

6.  Stock Subscriptions Receivable

As of June 30, 2011, stock subscriptions receivable consist of notes issued to four
employees/stockholders for the purchase of the Company's stock. Interest on these notes is at
prime, which was 3.25% per annum at June 30, 2011, and is payable annually in arrears.

The notes are due as follows:

Year Ending
June 30, Amount
2012 $ 11455
2014 155.977

$ 167,432

In the event that a subscriber resigns, is terminated from employment or ceases to be a stockholder
of the Company, the unpaid principal balance and interest become due immediately.

7. Clearance Agreement

The Company has an agreement with a clearing organization to execute and clear, on a fully
disclosed basis, customer and proprietary accounts of the Company. The Company is required to
maintain a deposit of $100,000 with the clearing organization. As part of the agreement, the
clearing organization executes all orders, settles contracts and transactions in securities, and
engages in all cashiering functions, including the receipt, delivery, and transfer of securities
purchased, sold, borrowed or loaned and the receipt and distribution of interest and principal
payments. The Company has agreed to pay the clearing organization for its services pursuant to a
fee arrangement based generally on a flat rate per trade, subject to certain minimum fee levels.

In addition to clearing services, the clearing organization provides the financing for the Company's
securities inventory, within specified limits, at interest rates equal to the broker's loan rate (5.62%
per annum at June 30, 2011). At June 30, 2011, the Company had a balance of $903,582 due from
the clearing organization.

8. Net Capital Requirements

The Company is subject to the uniform net capital requirements of rule 15¢3-1 of the Securities
and Exchange Commission, as amended, which requires a broker-dealer to have, at all times,
sufficient liquid assets to cover current indebtedness. In accordance with the rule, the Company is
required to maintain defined minimum net capital of the greater of $100,000 or 1/15 of aggregate
indebtedness. At no time may the ratio of aggregate indebtedness to net capital exceed 15 to 1.

At June 30, 2011, the Company had net capital, as defined, of $1,487,258, which exceeded the
required minimum net capital of $100,000 by $1,387,258. Aggregate indebtedness at June 30,
2011 totaled $1,070,908. The ratio of aggregate indebtedness to net capital was .72 to 1.



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

10.

11.

12.

Leases

The Company has an operating lease for its office space in Manhattan. The lease expires on
September 30, 2011.

In July 2011, the Company signed a new lease beginning October 1, 2011, through September 30,
2016.

Future minimum rental payments under these leases are as follows:

Year Ending
June 30, Amount
2012 $ 206,296
2013 212,312
2014 212,312
2015 212,312
2016 212,312
Thereafter 53,076

$ 1,108,620

Leased Employees

The Company entered into an agreement with ADP TotalSource to outsource its human resource
function. As a result, ADP TotalSource provides employees and employee benefits to the
Company through a leased employee/co-employer arrangement, whereby the former employees of
the Company became employees of ADP TotalSource and are leased back to the Company for a
fee. Expenses associated with this arrangement are recorded in the accompanying Statement of
Income as leased employees compensation and benefits.

Income Taxes

A deferred tax liability has been established to account for the temporary differences arising from
the excess of depreciation for tax purposes over the amount for financial reporting purposes.

Fair Value Measurements

The Company accounts for its financial instruments at fair value, which is defined as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value into three broad levels is explained below:

Level 1: Valuations are based on unadjusted quoted prices in active markets for
identical assets and liabilities that the Company has the ability to access. Valuation
adjustments are not applied to Level 1 securities, since valuations are based on quoted
prices that are readily and regularly available in an active market and valuation of these
securities does not entail a significant degree of judgment.



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

13.

Level 2:  Pricing inputs are other than quoted market prices in active markets, which
are either directly or indirectly observable as of the reporting date, and fair value is
determined through the use of models or other valuation methodologies. Investments
which are generally included in this category include corporate debt, less liquid and
restricted equity securities and warrants.

Level 3:  Pricing inputs are unobservable for the investment and include situations
where there is little, if any, market activity for the investment. The inputs into the
determination of fair value require significant management judgment or estimation.
Investments in this category generally include interests in corporate private equity.

The following are the major categories of assets and liabilities measured at fair value on a
recurring basis and summarized by the fair value hierarchy as described above, as of June 30,
2011.

Description Classification Total Level 1 Level 2 Level 3
State and municipal
obligations Asset $1,583,173 $1,583,173 $ - S -
Quasi-government
agencies Asset 6,646 6,646 - -
Corporate debt
securities, non-
convertible Asset 710 710 - -
$1.590.529 $1.590.529 $ - 3 -
Description Classification Total Level 1 Level 2 Level 3
Certificate of
deposit Liability $ 99,629 $ 99.629 $ - 3 -
$ 99629 S 99629 $ - 3 -

Off-Balance-Sheet Risk and Concentration of Credit Risk

Transactions with the clearing organization may expose the Company to off-balance-sheet risk in
the event that the clearing organization is unable to fulfill its obligations. The Company does not
maintain margin accounts for its customers, and therefore there were no excess margin securities.
However, the Company may be liable for chargebacks on introduced customer accounts carried by
the clearing organization.

The Company, as part of its normal trading activities, assumes short positions in its inventory. The
establishment of short positions exposes the Company to off-balance-sheet risk in the event prices
increase, as the Company may be obligated to acquire the securities at prevailing market prices.

The Company’s trading activities also include the purchase and sale of futures contracts. These
transactions are recorded on a net-equity basis in the trading accounts carried by other brokers and
dealers. At June 30, 2011, the total of open contractual commitments, at contracted amounts, was

$-0-.



GATES Capital Corporation
Notes to Financial Statement
Year Ended June 30, 2011

14.

15.

The Company periodically has cash at a bank in excess of FDIC-insured limits and is exposed to
the credit risk resulting from this concentration of cash.

Employees’ Retirement Plan

The Company sponsors a defined contribution plan under section 401(k) of the Internal Revenue
Code. The plan covers substantially all of the Company’s employees following the completion of
three months of service and provides for participants to defer salary up to statutory limitations. The
Company 1s required to match 100% of the first 4% of eligible compensation deferred by the
employee.

Subsequent Events

The Company has evaluated subsequent events through August 23, 2011, the date the financial
statements were available for issuance.
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The Company’s Statement of Financial Condition as of June 30, 2011, is available for
examination at the office of the Company and at the Regional Office of the Securities and
Exchange Commission.
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Independent Auditors’ Report

To the Board of Directors
GATES Capital Corporation

We have audited the accompanying statement of financial condition of GATES Capital
Corporation (the “Company”) as of June 30, 2011, that you are filing pursuant to Rule 17a-5
under the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statement is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects,
the financial position of GATES Capital Corporation as of June 30, 2011, in conformity with
accounting principles generally accepted in the United States of America.

\JWWLW

Lake Success, N.Y.
August 23, 2011



