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OATH OR AFFIRMATION

Mark Brandenberger affirm that to the best of my knowledge and belief the accompanying financial

statements and supplemental schedules pertaining to SC Distributors LLC the Company as of and for

the year ended December 31 2011 are true and correct further affirm that neither the Company nor any

stockholder proprietor principal officer or director has any proprietary interest in any account classified
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Notary Public
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Independent Auditors Report
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Statement of Operations

Statement of Changes in Members Capital

Statement of Cash Flows

Statement of Changes in Liabilities Subordinated to Claims of General Creditors

Notes to Financial Statements

Computation of Net Capital for Brokers and Dealers Pursuant to Rule 5c3- under

the Securities Exchange Act of 1934

Computation for Determination of Reserve Requirements for Brokers and Dealers

Pursuant to Rule 5c3-3 under the Securities Exchange Act of 1934 not applicable exempt
under Rule 5c3-3k2i See note in the accompanying financial statements

Information Relating to the Possession or Control Requirements for Brokers and Dealers

Pursuant Rule 5c3-3 under the Securities Exchange Act of 1934 not applicable exempt
under Rule 5c3-3k2i See note in the accompany financial statements

Reconciliation including Appropriate Explanations of the Computation of Net Capital

under Rule 15c3-1 and the Computation for Determination of the Reserve Requirements

under Rule 5c3-3 not required

Reconciliation between the Audited and Unaudited Statements of Financial Condition

With Respect to Methods of Consolidation not applicable

An Oath or Affirmation

copy of the SIPC Supplemental Report

Report describing any material inadequacies found to exist or found to have existed

since the date of the previous audit Supplemental Report on Internal Control
For condition of confidential treatment of certain portions of this filing see
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To the Member and Management of

SC Distributors LLC

We have audited the accompanying statement of financial condition of SC Distributors LLC the

Company as of December 31 2011 and the related statements of operations changes in members

capital and cash flows 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 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 of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes 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 as well as

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 the Company at December 31 2011 and the results of its operations and its cash

flows for the year then ended in conformity with accounting principles generally accepted in the United

States of America

The Company has incurred losses and negative cash flows for the year ended December 31 2011 and is

reliant on affiliates to fund future cash flow requirements These matters and managements plans are

discussed in Note to the financial statements

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole

The supplemental schedules and listed in the accompanying table of contents are presented for

purposes of additional analysis and are not required part of the financial statements but are

supplementary information required by Rule 7a-5 under Securities Exchange Act of 1934 These

schedules are the responsibility of the Companys management and were derived from and relate directly

to the underling accounting and other records used to prepare the financial statements Such schedules

have been subjected to the auditing procedures applied in our audit of the financial statements and certain

additional procedures including comparing and reconciling such schedules directly to the underlying

accounting and other records used to prepare the financial statements or to the financial statements

themselves and other additional procedures in accordance with auditing standards generally accepted in

the United States of America In our opinion such schedules are fairly stated in all material respects in

relati2n to the financial statements taken as whole

r-
Costa esa California

February 24 2012

MemOir of
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Sc DISTRIBUTORS LLC

STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31 2011

ASSETS

CASH AND CASH EQUIVALENTS $616795

PREPAID EXPENSES AND OTHER ASSETS 160343

RECEIVABLES 78587

DUE FROM AFFILIATES 45268

PROPERTY AND EQUIPMENT Net 60223

TOTAL ASSETS $961216

LIABILITIES AND MEMBERS CAPITAL

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES $163698

ACCRUED COMPENSATION AND BENEFITS 402782

Total liabilities 566480

COMMITMENTS AND CONTINGENCIES Note

MEMBERS CAPITAL 394736

TOTAL LIABILITIES AND MEMBER CAPITAL $961216

See notes to financial statements
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Sc DISTRIBUTORS LLC

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31 2011

REVENUES
Broker dealer commissions 1969157
Dealer manager fees 847130
Interest income 558

Total revenues 2816845

EXPENSES
Broker dealer commissions and marketing fees 2206393

Employee salaries and benefits 6316729

Management fees Note 1354306
Professional services 163564
Travel and entertainment 911531
Rent and facilities 387121
General administrative and other expenses 336993

Total expenses 11676637

NET LOSS $8859792

See notes to financial statements
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Sc DISTRIBUTORS LLC

STATEMENT OF CHANGES IN MEMBERS CAPITAL

FOR THE YEAR ENDED DECEMBER 312011

Contributed Accumulated

Capital Deficit Members

Note Note Capital

BALANCE December 31 2010 1650000 989720 660280

Contributions from Member 8594248 8594248

Net loss
____________ 8859792 8859792

BALANCE December 31 2011 10244248 9849512 394736

See notes to financial statements
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Sc DISTRIBUTORS LLC

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31 2011

CASH FLOWS FROM OPERATiNG ACTIVITIES
Net loss 8859792
Adjustments to reconcile net loss to net cash used in operating activities

Depreciation 18232

Changes in operating assets and liabilities

Receivables 78587
Accounts payable and accrued liabilities 87636
Accrued compensation and benefits 330316
Due from affiliate 34216
Prepaid expenses and other assets 2393

Net cash used in operating activities 8538804

CASH FLOWS FROM INVESTING ACTIVITIES Purchases of property

and equipment 11942

CASH FLOWS FROM FINANCING ACTIVITIES Contributions from Member 8594248

NET DECREASE IN CASH AND CASH EQUIVALENTS 43502

CASH AND CASH EQUIVALENTS Beginning of year 573293

CASH AND CASH EQUIVALENTS End of year 616795

See notes to financial statements
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Sc DISTRIBUTORS LLC

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED DECEMBER 31 2011

ORGANIZATION OF THE COMPANY

SC Distributors LLC the Company is broker-dealer registered with the Securities and Exchange

Commissionand the Financial Industry Regulatory Authority FJNRA The Company was organized as

limited liability company under the laws of the State of Delaware on March 31 2009 and commenced

operations as F1NRA qualified broker-dealer on September 28 2010 The Company has single

member Carter Validus Securities Holdings LLC CVSH or the Member CVSH is jointly owned by
Carter Validus Holdings LLC CVH and Carter Validus Holdings II LLC CVH II CVH II is

owned jointly by Strategic Capital Companies and CVH CVH is wholly owned by Carter Validus

Broker Dealer Investment Management Company LLC

The Companys principal business is to act as the dealer-manager for public nontraded real estate

investment trusts REITs offered by an affiliate and nonaffiliate

The Company has served as the dealer-manager for the public offering of shares of common stock of

Carter Validus Mission Critical REIT Inc CVMCR an affiliate Since June 13 2011 the Company
has served as the dealer-manager for the public offering of shares of common stock of ODonnell

Strategic Industrial REIT Inc OSIR The Company did not execute any security transactions for OSIR

during the year ended December 31 2011

As illustrated in the Companys financial statements the Company incurred losses during the reporting

period The Company expects to generate operating losses for the foreseeable future and is reliant upon

capital support from affiliates to fund operations The Company has access to capital to support its

operations for at least one year or until such time that revenues are sufficient to cover operating

expenses

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The Company is engaged in single line of business as securities

broker-dealer which provides distribution services with respect to selling nontraded REIT products

Use of Estimates The preparation of financial statements in confonnity 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 reported period Actual results could differ from those estimates and those differences could

be material

Revenue Recognition Commissions and dealer manager fees and related expenses from the sale of

various shares of unlisted REITs are recognized as revenue and expense when earned and are recorded

on the date the investor is admitted as stockholder of the REIT The Company reallows 100% of the

Commissions and portion of its dealer manager fee to participating broker-dealers in connection with

the distribution and sales of shares of nontraded REIT products
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Concentrations All revenue generated by the Company during the year ended December 31 2011

was from CVMCR

Commissions Dealer Manager Fees and Reimbursements from Affiliate The Company receives

commissions and dealer manager fees in connection with the distribution and sale of shares of CVMCR
In addition the Company receives reimbursement for certain expenses including legal meeting and

conference sponsorships travel and promotional items

Fair Value of Financial Instruments The carrying amounts of accounts receivables accounts

payable due from affiliates and accrued liabilities and accrued compensation approximate fair value

because of the short-term nature of these items

Cash and Cash Equivalents The Company has defined cash equivalents as highly liquid

investments with original maturities of less than 90 days that are not held for sale in the ordinary course

of business

The Company currently maintains 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

Prepaid Expenses and Other Assets Prepaid expenses and other assets primarily consist of prepaid

rent prepaid regulatory fees and receivables for reimbursement of organization and offering costs

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

of SIR Such organization and offering costs include legal meeting and conference sponsorships

travel and promotional items As of December 31 2011 $78587 remained outstanding from OSIR

Property and Equipment Property and equipment are stated at cost less accumulated depreciation

and amortization Depreciation and amortization of property and equipment are 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 nontraded REITs The Company

pays marketing fees to certain broker-dealers for marketing services provided by such broker-dealers

Accrued Compensation Accrued compensation primarily consists of guarantees of incentive

compensation due to certain employees of the Company

Taxes As 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 the obligation of the Member

The Company adopted Accounting Standards Codification ASC 740 Income Taxes for the fiscal

period ended December 31 2010 Based on its evaluation under ASC 740 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

Management Fees Management fees consist of amounts paid by the Company to affiliates for

services including sales management financial management technology services and clerical support

Management fees also include reimbursements received by the Company for accounting and human

resource services provided to an affiliate These services include financial statement preparation bank

statement reconciliations accounts payable processing and employee payroll and benefits processing

-7-



The Company also provided facilities and paid for various overhead expenses on behalf of an affiliate

for which it was reimbursed by an affiliate This reimbursement of costs and services is included in

management fees as an offset to the amounts charged by such affiliate for services noted above All

other amounts for which the Company was reimbursed are included gross in the statement of operations

PROPERTY AND EQUIPMENT

Property and equipment as of December 31 2011 are as follows

Computer equipment and software $39921
Office equipment and fixtures 39969
Less accumulated depreciation and amortization 19667

Property and equipment net $60223

RELATED-PARTY TRANSACTIONS

Commissions and Dealer Manager Fees The Company earns commissions and dealer manager fees

for the distribution and sale of shares of nontraded REITs The commission percentage is calculated

using commission rate starting at 7% and declining to 1% of proceeds from sales of shares based on

the number of shares sold

Reimbursement from REIT or Affiliate The Company receives reimbursement from CVMCR and

OSIR for reimbursement from affiliates represents organization and offering costs previously paid by the

Company on behalf of and in connection with the distribution and sale of shares of CVMCR and OSIR
Such organization and offering costs include legal meeting and conference sponsorships travel and

promotional items During the year ended December 31 2011 the Company received $233568 from

C\TMCR as reimbursement for such expenses As of December 31 2011 $22456 and $78587 remained

outstanding from CVMCR and OSIR respectively

Management Fees CVII II an affiliate of the Company provides certain administrative functions to

the Company including but not limited to sales management marketing and product development and

financial and accounting oversight The Company reimbursed CVH II $937649 for such services for the

year ended December 31 2011 Such amounts have been recorded within management fees in the

statement of operations and no such amounts were payable as of December 31 2011

Strategic Capital Advisory Services LLC SCAS is wholly owned by an affiliate of our Member and is

considered an affiliate of the Company SCAS provides certain administrative functions to the

Company including but not limited to technology services and office and secretarial services The

Company provides certain accounting and human resources functions to SCAS as described within

Note In addition the Company pays certain operating expenses on behalf of SCAS including

facilities insurance and cost of equipment For the year ended December 31 2011 the Company paid

SCAS $741256 for such services and received $324598 from SCAS for services provided to SCAS and

expenses paid on behalf of SCAS Such amounts have been recorded within management fees in the

statement of operations and no such amounts were payable as of December 31 2011
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REGULATORY REQUIREMENTS

Pursuant to the net capital provisions of Rule 5c3- of the Securities Exchange Act of 1934 the

Company is required to maintain minimum net capital and ratio of aggregate indebtedness to net

capital both as defined under such provisions The Companys aggregate indebtedness to net capital

ratio shall not exceed 151 At December 31 2011 the Company had net capital and net capital

requirement of $66374 and $37765 respectively which was $28609 in excess of its required net

capital The Companys net capital ratio was 8.51

The Company is exempt from Rule 5c3-3 of the Securities Exchange Act of 1934 under

paragraph k2i as it does not maintain customer accounts nor does it hold securities for customers

COMMITMENTS AND CONTINGENCIES

In the normal course of business the Company is involved in various claims and legal proceedings The
results of these matters are not expected to have material adverse effect on the Companys financial

position or results of operations

The Company entered into five-year lease for office space for its operations in Newport Beach
California The Companys future minimum lease payments associated with such lease as of

December 31 2011 are as follows

Years Ending

December 31

2012 363676
2013 380087
2014 397499
2015 379005
2016

Total minimum lease payments $1520267

Rent expense under the lease was $371151 for the year ended December 31 2011

SUBSEQUENT EVENTS

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

company received $1131143 million in capital contributions through the date of the report As of

February 24 2012 no additional material subsequent events have occurred
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SUPPLEMENTAL SCHEDULES
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Sc DISTRIBUTORS LLC

SCHEDULE COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS
PURSUANT TO RULE 15c3-1 OF THE SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31 2011

MEMBERS CAPITAL 394736

LESS NONALLOWABLE ASSETS
Prepaid expenses and other assets 238930
Due from affiliate 29209
Property and equipment net 60223

Total 328362

NET CAPITAL PER RULE 15c3-1 66374

MINIMUM NET CAPITAL REQUIRED The greater of $5000 or 62/3% of

aggregate indebtedness 37765

EXCESS NET CAPITAL 28609

RATIO OF AGGREGATE iNDEBTEDNESS TO NET CAPITAL 8.5 to

There were no material differences between the above computation and the Companys
corresponding unaudited Part II of Form X-17 A-S as of December 31 2011
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Sc DISTRIBUTORS LLC

SCHEDULE STATEMENTS REGARDING SEC RULE 15c3-3

DECEMBER 31 2011

COMPUTATION OF RESERVE REQUIREMENTS PURSUANT
TO RULE 5c3-3 The company is exempt from the computation of

reserve requirements according to the provision of Rule 5c3-3k2i

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 5c3-3 The company is exempt from the Rule 5c3-3 as it

relates to possession and control requirements under the k2i exemption provision
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SC Distributors LLC

610 Newport center Drive Suite 350

Newport Beach CA 92660

In planning and performing our audit of the financial statements of SC Distributors LLC the

Company as of and for the year ended December 31 2011 on which we issued our report dated

February 24 2012 and such report expressed an unqualified opinion on those financial statements and

included an emphasis of matter paragraph regarding the Companys losses and negative cash flows from

operations and managements plans regarding these matters in accordance with auditing standards

generally accepted in the United States of America we considered the Companys 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-5g1 of the Securities and Exchange CommissionSEC 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 compliance with such practices and

procedures that we considered relevant to the objectives stated in Rule 7a-5g in making the periodic

computations of aggregate indebtedness and net capital under Rule 7a-3a 11 and for determining

compliance with the exemptive provisions of Rule 5c3-3 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 making the quarterly securities

examinations counts verifications and comparisons and the recordation of differences required by

Rule 7a- 13 or in 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 the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs 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 preparation of financial

statements in conformity with accounting principles generally accepted in the United States of America

Rule 17a-5g lists additional objectives of the practices and procedures listed in the preceding paragraph

Because of the 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

Mthe of
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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 misstatement of the Companys 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 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 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 2011 to meet the

SECs objectives

This report is intended solely for the information and use of the Member and Management of the

Company the SEC the Financial Industry Regulatory Authority Inc and other regulatory agencies that

rely on Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered broker

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

Yours truly

Ao7 7TiE
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