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' OATH OR AFFIRMATION

1, Sean Lawson , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Vertical Capital Secruities, LLC , as
of December 31, : , 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:

None
=
Signature
. <
%Q%M4A4L /kCC>
- Title /
<See atache J W;/L_,/w 2
Notary Public
This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(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.

() 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.

ODOX O OXXXOXKXXXK

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

American LegalNet, Inc.
www . FormsWorkFlow.com
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W See Attached Document (Notary to cross out lines 1-6 below)
[J See Statement Below (Lines 1-6 to be completed only by document signer([s], not Notary)

Signature of Document Signer No. 1 Signature of Document Signer No. 2 (if any)

State of California Subscribed and sworn to (or affirmed) before me

County of Oveunene on this L1% day of fdonu-u-‘. 2012~
V) by
1) Sean Lawson

Name of Signer

proved to me on the basis of satisfactory evidence

Date Month / Year

3

Commission # 1939793 to be the person who appeared before me (.) (,)
Notary Public - California (and

Orange County 2
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Elizabeth Tractenberg, CPA
3832 SHANNON ROAD
LOS ANGELES, CALIFORNIA 90027
323/669-0545 — Fax 323/669-0575
elizabeth@tractenberg.net

Independent Auditor’s Report

To the Member
Vertical Capital Securities, LLC
Irvine, California

1 have audited the accompanying statement of financial condition of Vertical Capital
Securities, LLC (the Company) as of December 31, 2011, and the related statements of
income (loss), changes in member’s equity and changes in financial condition for the year
then ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of
1934. These financial statements are the responsibility of the Company’s management.
My responsibility is to express an opinion on these financial statements based on my
audit.

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

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial condition of Vertical Capital Securities, LLC as of December 31,
2011 and the results of its income (loss), member’s equity and changes in financial
condition for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

My audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules 1, II and I1I 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 the audit of the basic financial statements and, in my opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Elizabeth Tractenberg, CPA
Los Angeles, California
February 12, 2012



Vertical Capital Securities, LLC
Statement of Financial Condition

December 31, 2011
Assets
Cash and equivalent $ 32,077
Accounts receivable -
Deposit 2.499
Total Assets $ 34576

Liabilities and Member's Equity

Liabilities
Accounts payable and accrued liabilities $ 2i.108
Total Liabilities . 21,108
Member's Equity 13.468
Total Liabilities and Member's Equity ‘ $ 34576

See accompanying notes to financial statements
2



Vertical Capital Securities, LL.C
Statement of Income (Loss)

For the Year Ended December 31, 2011

Revenues

Fees and other income

Total revenues

Expenses

Advertising/marketing
Commissions
Insurance

Office expense
Professional fees
Regulatory fees

Rent

Salaries and payroll taxes
Telephone

Website

All other expenses

Total expenses
Income (loss) before tax provision
Income tax provision

Net income (loss)

§ 146.813

146.813

5,389
126,317
3,602
1,674
29,202
21,288
7,000
223,883
3,639
7,257
3.887

433,138
(286,325)

800

$ (287,125)

See accompanying notes to financial statements
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Vertical Capital Securities, LLC
Statement of Changes in Member's Equity
For the Year Ended December 31, 2011

Balance, December 31, 2010
Capifal contributions

Net Income (loss)

Member distributions

Balance, December 31, 2011

Total
$ 24,593
276,000

(287,125)

$ 13,468

See accompanying notes to financial statements
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Vertical Capital Securities, LLC

Statement of Changes in Financial Condition
For the Year Ended December 31, 2011

Cash Flows from Operating Activities:

Net income (loss)
Changes in operating assets and liabilities:
Prepaid expenses

Deposits

Accounts payable and accrued liabilities

Net cash provided (used) by operating activities

Cash Flows for Investing Activities:

Cash Flows for Financing Activities:

Capital contribution

Cash Flows from Investing Activities

Net increase (decrease) in cash

Cash - beginning of the year

Cash - end of year

Supplemental Cash Flow Information
Cash paid for interest

Cash paid for income tax

$ - (287,125)

1,733
(1,295)

21,108

(265.579)

__288.001

288.001

22,422

9,655

$ 32,077

$ -
$ 800

See accompanying notes to financial statements
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Vertical Capital Securities, LLC
Notes to Financial Statements
December 31, 2011

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

Vertical Capital Securities, LLC (Company), on September 4, 2009, was organized in
California as a Limited Liability Company operating as a registered broker-dealer in
securities under the Securities and Exchange Act of 1934, The Company is a member of
the FINRA since February 17, 2011 and a member of the Securities Investors Protection
Corporation (“SIPC”) and does not hold customer funds and/or securities. The Company

is 100% owned by Vertical Capital Markets Group, LLC.

The Company’s primary business activity is private placement of securities and selling
tax shelters or limited partnerships in primary distributions.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - The preparation of financial statements in conformity with
generally accepted accounting principles 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 and Cash Equivalents - The Company considers all highly liquid investments
with original maturities of three months or less to be cash equivalents.

Revenue Recognition - The Company receives advisory fees in accordance with terms
stipulated in its engagement contracts. Financial advisory fees are recognized as earned
on a pro rata basis over the term of the contract or the period that advisory services are
rendered, whichever is shorter.

Compensated Absences — Accumulated paid time off is accrued when incurred.

Income Taxes - The Company, with consent of its Member, has elected to be a Delaware
Limited Liability Company. For tax purposes the Company is treated like a partnership,
therefore in lieu of business income taxes, the Member is taxed on the Company’s
taxable income. Accordingly, no provision or liability for Federal Income taxes in
included in these financial statements.

However the Company is subject to a minimum franchise tax and a gross receipts tax in
California for limited liability companies.



Vertical Capital Securities, LL.C
Notes to Financial Statements
December 31, 2011

NOTE 2 — GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

Recent accounting pronouncements — The Financial Accounting Standards Board
(“FASB”) implemented the FASB Accounting Standards Codification (Codification)
effective July 1, 2009. The Codification has become the source of authoritative
Generally Accepted Accounting Principles (“GAAP”) recognized by FASB to be applied
to nongovernmental entities. On the effective date of the Codification, the Codification
superseded all then existing accounting and reporting standards. All other non-grand-
fathered accounting literature not included in the FASB Codification has become non-
authoritative. References to GAAP included in the FASB Codification are noted as
Accounting Standards Codification (“ASC”).

Following the effective date of the Codification, FASB will not release new standards in
the form of Statements, FASB Staff Positions, or Emerging Issues Task Force Contracts,
but instead will issue Accounting Standards Updates. Updates will not be considered
authoritative in their own right, but will serve only to update the Codification, provide
background information about the guidance in the Codification, and provide the basis for
the changes in the Codification.

For the year ending December 31, 2011, various accounting pronouncements or
interpretations by the FASB were either newly issued or had effective implementation
dates that would require their provisions to be related in the financial statement for the
year then ended. The Company has reviewed the statements of Financial Accounting
Standards (“SFAS”)/ASC topics for the year to determine relevance to the Company’s
operations.

The Company has either evaluated or is currently evaluating the implications, if any, of
each of these pronouncements and the possible impact they may have on the Company’s
financial statements. In most cases, management has determined that the pronouncement
has either limited or no application to the Company and, in all cases, implementation
would not have a material impact on the financial statements taken as a whole.

NOTE 3 - INCOME TAXES

The Company is subject to a limited liability company gross receipts tax, with a
minimum provision of $800. For the year ended December 31, 2011, the Company
recorded the minimum liability company income tax of $800.



Vertical Capital Securities, LLC
Notes to Financial Statements
December 31,2011

NOTE 4 —~ NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC rule 5¢3-1), 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 1. See page 9 for the net capital presentation.

The Company and its parent have common shareholders. Rent and general overhead are
allocated between the two companies. During 2011 the Company paid approximately
$4,200 as rent and other expenses and $82,000 for salaries and wages to Vertical Capital
Markets Group, LLC.

In addition, substantially all the revenue is generated from sales of investments in
investment funds run by the parent company.

NOTE 6 — SIPC SUPPLEMENTARY REPORT REQUIREMENT

The Company is not required to complete the SIPC Supplementary Report under SEC
Rule 17a-5(e) (4) for fiscal year ending December 31, 2011 because the Company’s SIPC
Net Operating Revenues are under $500,000.-

NOTE 7 — SUBSEQUENT EVENTS

Management has reviewed the results of operations for the period of time from its year
end December 31, 2011 through February 12, 2012, the date the financial statements
were available to be issued, and has determined that no adjustments are necessary to the
amounts reported in the accompanying combined financial statements nor have any
subsequent events occurred, the nature of which would require disclosure.



Vertical Capital Securities, LLC
Computation of Net Capital Requirements Pursuant
To Rule 15¢3-1
December 31,2011

Computation of Net Capital
Total ownership equity from statement of financial condition
Nonallowable assets:

Accounts receivable $ -
Deposit 2.49
NET CAPITAL

Computation of Net Capital Requirements

Minimum net aggregate indebtedness -
6.67% of net aggregate indebtedness

Minimum dollar net capital required

Net Capital required (greater of above amounts)
Excess Capital

Excess net capital at 1000% (net capital less 10% of
aggregate indebtedness)

Computation of Aggregate Indebtedness
Total liabilities

Aggregate indebtedness to net capital

The following is a reconciliation of the above net capital computation with the
Company's corresponding unaudited computation pursuant to Rule 179-5(d)(4):

Net Capital Per Company's Computation
Variance -

Increase in accrued expenses
Net Capital Per Audited Report

See accompanying notes to financial statements
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$ 13,486

(2.499)
$ 10969

$ 1408

$ 5000

$ 5.000
$ 5.969

$ 8.859

$ 21.108

1.92to 1

$ 14,076

(3.107)
$ 10,969



Vertical Capital Securities, LLC
Schedule II — Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
As of December 31, 2011

A computation of reserve requirement is not applicable to Vertical Capital Securities,
LLC as the Company qualifies for exemption under Rule 15¢3-3 (k) (2) (i).
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Vertical Capital Securities, LLC
Schedule III — Information Relating to Possession or Control
Requirements Under to Rule 15¢3-3
As of December 31, 2011

Information relating to possession or control requirements is not applicable to Vertical
Capital Securities, LLC as the Company qualifies for exemption under Rule 15¢3-3 (k) (2)

®.
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Elizabeth Tractenberg, CPA
3832 SHANNON ROAD
LOS ANGELES, CALIFORNIA 90027
323/669-0545 — Fax 323/669-0575
elizabeth@tractenberg.net

, PART II
Report on Internal Control Required by SEC Rule 17a-5(g) (1) for a
Broker-Dealer Claiming an Exemption from SEC Rule 15¢3-3

To the Member
Vertical Capital Securities, LLC

Trvine California
....... , Lailiornia

In planning and performing my audit of the financial statements of Vertical Capital Securities,
LLC (the Company), as of and for the year ended December 31, 2011, in accordance with auditing
standards generally accepted in the United States of America, I considered the Company’s internal
control over financial reporting (internal control) as a basis for designing my auditing procedures
for the purpose of expressing my opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, I 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), I 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 I 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, I 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 previously 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 generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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To the Member
Vertical Capital Securities, LLC
Irvine, California

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 deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the Company’s financial statements
will not be prevented or detected and corrected on a timely basis.

My 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 contro} that might be
material weaknesses. I did not identify any deficiencies in internal control and control activities
for safeguarding securities that I consider to be material weaknesses, as defined previously.

I 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 my study, I believe that the
Company's practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2011 to meet the SEC's objectives.

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

Elizabeth Tractenberg, CPA
Los Angeles, California
February 12, 2012
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