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Independent Auditors Report

To the Members

Fog Equities LLC

San Francisco California

We have audited the accompanying statement of financial condition of Fog Equities LLC the Company as of

December 31 2011 and the related statements of income loss changes in members equity and cash flows for the

year then ended that are filed 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 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 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 reasonable basis for our opinion

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

of Fog Equities LLC as of December 31 2011 and the results of its operations and cash flows for the year then

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

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

supplementary information contained in Schedules and II required by Rule 17a-5 under the Securities Exchange

Act of 1934 is presented for purposes
of additional analysis and is not required part

of the financial statements

Such information is the responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare
the financial statements The information has been subjected to the

auditing procedures applied in the audit of the financial statements and certain additional procedures including

comparing and reconciling such information 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 the information is fairly

stated in all material respects in relation to the financial statements as whole

--
February 24 2012



Fog Equities LLC

Statement of Financial Condition

December 31 2011

Assets

Cash 115186

Deposit with clearing broker 250000

Due from clearing broker 24397

Commissions receivable 127429

Total Assets 517012

Liabilities and Members Equity

Liabilities

Accounts payable and accrued expenses 6084

Accrued compensation 19747

Total Liabilities 25831

Members Equity 491181

Total Liabilities and Members Equity 517012

See independent auditors report and accompanying notes



Fog Equities LLC

Statement of Income Loss

For the Year Ended December 31 2011

Revenue

Commissions 173550

Exchange rebates 51848

Total Revenue 225398

Expenses

Compensation 164801

Professional fees 27429

Due and subscriptions 24851

Occupancy costs 9615

Regulatory fees 8100

Other operating expenses 16421

Total Expenses 251217

Net Loss 25819

See independent auditors report and accompanying notes



Fog Equities LLC

Statement of Changes in Members Equity

For the Year Ended December 31 2011

December3l2010

Contributions 517000

Net loss 25819

December3l2011 491181

See independent auditors report and accompanying notes



Fog Equities LLC

Statement of Cash FLows

For the Year Ended December 31 2011

Cash Flows from Operating Activities

Net loss 25819

Adjustments to reconcile net loss

to net cash used by operating activities

Increase decrease in

Deposit with clearing broker 250000

Due from clearing broker 24397

Commissions receivable 127429

Increase decrease in

Accounts payable and accrued expenses 6084

Accrued compensation 19747

Net Cash Used by Operating Activities 401814

Cash Flows from Financing Activities

Contributions 517000

Net Cash Provided by Financing Activities 517000

Net Increase in Cash and Cash equivalents 115186

Cash and cash equivalents at beginning of year

Cash and Cash Equivalents at End of Year 115186

Supplemental Information

Interest paid 98

See independent auditors report and accompanying notes



Fog Equities LLC

Notes to the Financial Statements

December 31 2011

Organization

Fog Equities LLC the Company was formed as limited liability company on December 2010 The

Company is registered as broker-dealer with the Securities and Exchange Commission pursuant to Section 15c

of the Securities Exchange Act of 1934 and became principal on the Chicago Stock Exchange as of June 27
2011 The Companys primary business is that of securities broker-dealer providing services to institutional

customers

Significant Accounting Policies

Cash and Cash Equivalents

The Company considers all demand deposits held in banks and certain highly liquid investments with

original maturities of three months or less other than those held for sale in the ordinary course of business

to be cash equivalents

Accounts Receivable

The Companys receivables are due from various hedge funds and prime brokers under contractual

agreements Management reviews accounts receivable based on an analysis of each customer and

establishes an allowance where collectability of all or part of receivable becomes impaired

Commission Revenue

Commissions are recorded on trade date basis as securities transactions occur

Use of Estimates

The preparation of financial statements in accordance 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 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 and may have an

impact on future periods

Fair Value of Financial Instruments

Unless otherwise indicated the fair values of all reported assets and liabilities that represent financial

instruments none of which are held for trading purposes approximate the carrying values of such

amounts

Income Taxes

The Company limited liability company is taxed as partnership under the Internal Revenue Code and

similar state statute In lieu of income taxes the Company passes 100% of its taxable income and expenses

to its members Therefore no provision or liability for federal or state income taxes is included in these

financial statements The Company is however subject to the annual California LLC tax of $800 and

California LLC fee based on gross revenue

Net Capital Requirements

The Company is subject to the Securities and Exchange Commissions uniform net capital rule Rule 15c3-1

which requires the Company to maintain minimum net capital equal to or greater than $5000 and ratio of

aggregate indebtedness to net capital not exceeding to both as defined At December 31 2011 the

Companys net capital was $40221 lwhich exceeded the requirement by $397211



Fog Equities LLC

Notes to the Financial Statements

December 31 2011

Risk Concentration

Approximately 35% of revenue was generated from one customer and 52% of accounts receivable is due from

one customer

Deposit with Clearing Organization

The Companys clearing organization Penson Financial Services Inc requires that they maintain at least

$250000 in deposits

Related Party Transactions

On April 2011 the Company entered into an agreement with Casey Securities LLC Securities

company under common control in which Securities provides office and administrative support in exchange for

monthly fee of $1300 For the year ended December 31 2011 the Company paid Securities $11700 for these

services

Subsequent Events

The Company has evaluated subsequent events through February 24 2012 the date which the financial

statements were available to be issued
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Fog Equities LLC
Schedule

Computation of Net Capital Under Rule 15c3-1

of the Securities and Exchange Commission

As of December 31 2011

Net Capital

Total members equity 491181

Less Non-allowable assets

Commissions receivable 88970

Total non-allowable assets 88970

Net Capital 4022

Net minimum capital requirement of 12 1/2% of aggregate indebtedness of

$25831 or $5000 whichever is greater 5000

Excess Net Capital 39721

Reconciliation with Companyts Net Capital Computation

included in Part of Form X-17A-5 as of December 31 2011

Net Capital as reported in Companys

Part II of Form X-17A-5 as of December 31 2011 395529

Increase in members equity 6682

Net Capital Per Above Computation 402211

See independent auditors report and accompanying notes



Fog Equities LLC

Schedule II

Computation for Determination of Reserve Requirements Under

Rule 15c3-3 of the Securities and Exchange Commission

For the Year Ended December 31 2011

An exemption from Rule 15c3-3 is claimed based upon section k2ii All customer transactions are cleared

through Penson Financial Services Inc or otherwise processed in accordance with Rule 15c3-1a2

Information Relating to Possession or Control Requirements Under

Rule 15c3-3 of the Securities and Exchange Commissions

For the Year Ended December 31 2011

An exemption from Rule 15c3-3 is claimed based upon section k2ii

l0



ERNST WINTTER ASSOCIATES Certified Public Accountants

675 Ygnacio Valley Road Suite A200 925 933-2626

Walnut Creek CA 94596 Fax 925 944-6333

Independent Auditors Report on Internal Control Required by SEC Rule 17a-5g1 for

Broker-Dealer Claiming an Exemption From SEC Rule 15c3-3

To the Members

Fog Equities LLC

San Francisco California

In plaiming and performing our audit of the financial statements and supplemental schedules of Fog Equities 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 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 l7a-5gl of the Securities and Exchange Commission SECwe have made study

of the practices and procedures followed by the Company includiiig consideration of control activities for

safeguarding securities This study included tests of such practices and procedures that we considered relevant to the

objectives stated in Rule 17a-5g in making the periodic computations of aggregate indebtedness or aggregate

debits and net capital under Rule 17a-3al 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 17a-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 SECs 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 managements authorization and recorded properly to permit the

preparation of financial 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

11



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 However we

identified the following deficiency in internal control that we consider to be material weakness as defined above

This condition was considered in determining the nature timing and extent of the procedures performed in our audit

of the financial statements of the Company for the year ended December 31 2011 and this report does not affect

our report thereon dated February 24 2012

The size of the business and the resultant limited number of employees imposes practical limitations on the

effectiveness of those internal control policies and procedures that depend on the segregation of duties

Because this condition is inherent in the size of the Company the specific weaknesses are not described

herein and no corrective action has been taken or proposed by the Company

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 members management the SEC and other

regulatory agencies that rely on Rule 17a-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

February 24 2012
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