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Report of Independent Registered Public Accounting Firm

To the Members of
MBS Capital Markets, LLC:

We have audited the accompanying statement of financial condition of MBS Capital Markets, LLC (the
Company) as of December 31, 2011, and the related statements of income and 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 Company’s 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 a 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 Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, ona
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 a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of MBS Capital Markets, LLC as of 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I and 11 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 our opinion, is fairly stated in all material respects
in relation to the basic financial statements taken as a whole.

%z?u Ao e ern AL

February 29, 2012
Clearwater, Florida
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MBS CAPITAL MARKETS, LLC

Statement of Financial Condition

December 31, 2011
Assets

Cash and cash equivalents $ 1,787,958
Deposits with clearing agency 150,000
Accounts receivable 208,035
Other assets 18,540
Marketable securities, at fair value 791,615
$ 2,956,148

Liabilities and Members’ Equity

Liabilities:

Accounts payable $ 46,739
Other liabilities 508,013
Due to related party 195,000
Total liabilities 749,752
Members' equity 2,206,396
Total liabilities and members' equity $ 2,956,148

See accompanying report of independent registered public accounting firm and notes to financial statements.



MBS CAPITAL MARKETS, LLC
Statement of Income and Members’ Equity

For the Year Ended December 31, 2011

Revenue:

Placement $ 603,488
Advisory 376,650
Underwriting 452,790
Other 108,229
1,541,157

Expenses:
Employee compensation and benefits 196,950
Other expenses 491,109
688,059
Net income 853,098
Members' equity at beginning of year 123,298
Member contributions 1,230,000
Members' equity at end of year $ 2,206,396

See accompanying report of independent registered public accounting firm and notes to financial statements.
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MBS CAPITAL MARKETS, LLC
Statement of Cash Flows

For the Year Ended December 31, 2011

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Increase in operating assets:
Deposits with clearing agency
Accounts receivable
Other assets
Marketable securities, at fair value
Increase in operating liabilities:
Accounts payable
Other liabilities

Net cash provided by operating activities
Cash flows from financing activities:
Member contributions
Related party advance
Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure - interest paid

See accompanying report of independent registered public accounting firm and notes to financial statements.

853,098

(150,000)
(208,035)

(18,540)
(791,615)

45,766
508,013

238,687

1,230,000
195,000

1,425,000

1,663,687

124,271

1,787,958

1,058
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MBS CAPITAL MARKETS, LLC
Notes to Financial Statements

December 31, 2011

Nature of Business

MBS Capital Markets, LLC (Company) is a broker-dealer registered with the Securities and
Exchange Commission (SEC) and is a member of the Financial Industry Regulatory Authority
(FINRA). The Company was organized as a limited liability company in Florida in 2010 and is
engaged to effect security transactions primarily in land secured municipal bonds.

Summary of Significant Accounting Policies

(@

(b)

©

(@)

©

Revenue Recognition

The Company recognizes revenues in the period which the revenue is earned and services are
rendered.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months
or less to be cash equivalents.

Accounts Receivable

Accounts receivable represents balances due for services completed that have yet to be paid. The
Company estimates the allowance for doubtful accounts based upon a review of current
collectability of existing receivables. No allowance for doubtful accounts was recorded at
December 31, 2011 as management believes all receivables to be fully collectible.

Income Taxes

As a limited liability company, the Company’s taxable income or loss is allocated to its members
in accordance with the operating agreement. Therefore, no provision or liability for income taxes
has been included in the financial statements.

The Company has adopted Accounting Standards Codification Topic, “Income Taxes” (“ASC
Topic 740”). This standard prescribes a recognition and measurement of tax positions taken or
expected to be taken in a tax return. For those benefits to be recognized, a tax position must be
more-likely-than-not to be sustained upon examination by taxing authorities. There was no
material impact on the Company’s financial position or results of operations as a result of the
application of this standard as of and for the year ended December 31, 2011.

Marketable Securities

Marketable securities are reported at fair value based on quoted market prices and have been
classified as trading securities with realized and unrealized gains and losses included in net
income. All transactions entered into are for the account of and risk of the Company and are
recorded on a trade date basis.
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MBS CAPITAL MARKETS, LLC

Notes to Financial Statements — Continued

Summary of Significant Accounting Policies - Continued

() 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 various reported amounts and disclosures in the financial statements.
Actual results could differ from those estimates.

Concentrations of Credit Risk and Major Customer Information

The Company maintains all of its cash and cash equivalents in a commercial depository account which
is insured by the Federal Deposit Insurance Corporation (FDIC). At times, cash deposits may exceed
federally insured limits.

During 2011, approximately 65% of advisory revenue was generated by a single customer.

Deposits with Clearing Agency

The Company entered into a fully disclosed clearing agreement with Pershing, LLC (“Pershing”).
Pershing carries the proprietary accounts of the Company and the accounts of the Company’s
customers introduced to Pershing by the Company.

As of December 31, 2011, the Company had a cash deposit of $150,000 with Pershing, of which
$100,000 was held by Pershing for potential unresolved Company claims, losses, or expenses incurred
by Pershing.

Fair Value of Financial Instruments

The Company has adopted the provisions of Accounting Standards Codification 820, Fair Value
Measurements and Disclosures (ASC 820). ASC 820 defines fair value, establishes a framework for
measuring fair value in accordance with accounting principles generally accepted in the United States
of America, and expands disclosures about fair value measurements. ASC 820 establishes a three-tier
fair value hierarchy which prioritizes the inputs used in measuring fair value as follows:

Level 1: Observable inputs such as quoted prices in active markets;

Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly or
indirectly; and

Level 3: Unobservable inputs in which there is little or no market data, which require the reporting
entity to develop its own assumptions.
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MBS CAPITAL MARKETS, LLC

Notes to Financial Statements — Continued

Fair Value of Financial Instruments - Continued

The asset’s fair value measurement level within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement. The Company held cash and cash
equivalents of $1,787,958 and deposits with clearing agency of $150,000 at December 31, 2011, which
were considered Level 1 assets. The Company held $791,615 of marketable securities which consisted
of municipal bonds at December 31, 2011 and were considered Level 2 in the fair value hierarchy.

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the

lowest level of any input that is significant to the fair value measurement. Valuation techniques used
need to maximize the use of observable inputs and minimize the use of unobservable inputs.

Commitments and Contingencies

The Company has two operating leases for office space. Approximate future minimum lease payments
required under these operating leases as of December 31, 2011 are as follows:

Year Ending December 31,

2012 $ 83,000
2013 24,000

Expense incurred during the year ended December 31, 2011 related to these leases total approximately
$80,000.

Related Party Transactions

The Company received a loan from a managing member during 2011. There are no specified repayment
terms and the loan carries 0% interest. The outstanding balance of the loan as of December 31, 2011 was
$195,000.

Included in other liabilities in the statement of financial position is approximately $16,000 due to members
for reimbursement of expenses. Also, $0 in employee compensation and benefits expense for managing
members is recorded in the statement of income and members’ equity as none of the managing members
received a salary for the year ended December 31, 2011.

Indemnifications

In the normal course of business, the Company indemnifies and guarantees Pershing against specified
potential losses in connection with their acting as an agent of, or providing services to, the Company.
The maximum potential amount of future payments that the Company could be required to make under
these indemnifications cannot be estimated. However, the Company believes that it is unlikely it will
have to make material payments under these arrangements and has not recorded any contingent liability
in the financial statements for these indemnifications.



MBS CAPITAL MARKETS, LLC

Notes to Financial Statements — Continued

(9) Net Capital Requirements

The Company is subject to SEC Uniform Net Capital Rule 15¢3-1, which requires the maintenance of
minimum regulatory net capital and a specified ratio of aggregate indebtedness to regulatory net capital.
At December 31, 2011, the Company had net capital of $1,926,793 which exceeded the capital
requirement of $100,000 by $1,826,793. The Company’s ratio of aggregate indebtedness to net capital
was 0.39 to 1 at December 31, 2011.

(10) Exemption Under Section (k)(2)(ii)

The Company operates pursuant to the (k)(2)(ii) exemptive provisions of SEC Rule 15¢3-3.

(11) Subsequent Events

The Company has evaluated events and transactions for potential recognition and disclosure through
February 29, 2012 the date which the financial statements were available to be issued.
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MBS CAPITAL MARKETS, LLC

Schedule I: Computation of Net Capital Pursuant to Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2011
Computation of net capital:
Members' equity $ 2,206,396
Less non-allowable assets:
Accounts receivable other (208,035)
Other assets (18,540)
Net capital before haircuts on securities positions 1,979,821
Haircuts on securities:
Trading and investment securities 52,943
Undue concentration 85
53,028
Net capital $ 1,926,793
Aggregate indebtedness:
Total aggregate indebtedness - total liabilities $ 749,752
Computation of basic net capital requirement:
Minimum net capital required based on aggregate indebtedness $ 49,983
Minimum net capital required $ 100,000
Excess net capital $ 1,826,793
Ratio of aggregate indebtedness to net capital 0.39

A reconciliation with the Company’s computation (included in Part II of Form X-17A-5 as of December 31,
2011, as amended on February 24, 2012 is not presented as there are no material differences.

See accompanying report of independent registered public accounting firm and notes to financial statements. 9



MBS CAPITAL MARKETS, LLC

Schedule II: Computation for Determination of Reserve Requirements
and Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2011

The Company is not required to file the above schedule as it claims exemption from Rule 15¢3-3 under
Paragraph (k)(2)(ii) of the Rule.

See accompanying report of independent registered public accounting firm and notes to financial statements. 10



Mayer Hoffman McCann P.C.
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KRMT Tampa Bay Division

13577 Feather Sound Drive, Suite 400
Clearwater, FL 33762

Phone: 727.572.1400 « 813.879.1400
Fax: 727.571.1933

L www.mhm-pc.com

Report of Independent Registered Public Accounting Firm
on Internal Control Required by SEC Rule 17a-5

To the Members of
MBS Capital Markets, LL.C:

In planning and performing our audit of the financial statements of MBS Capital Markets, 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 Company’s internal control over financial
reporting (internal control) as a 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
Company’s internal control. Accordingly, we 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), we 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 we 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, 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; and

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.

11

Mernber of Seeston infermat




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 deficiency in internal control 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 and correct
misstatements on a timely basis. A significant deficiency is a deficiency, or 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.

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 previously.

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 a material inadequacy for such purposes. Based on this
understanding and on our study, we 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 members and management of the Company,
the SEC, the Financial Industry Regulation Authority, 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.

Deg figgfomm Prlarn pe.
February 29,2012
Clearwater, Florida
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Mayer Hoffman McCann P.C.

An Independent CPA Firm
KRMT Tampa Bay Division

13577 Feather Sound Drive, Suite 400
Clearwater, FL 33762

Phone: 727.572.1400 » 813.879.1400
Fax: 727.571.1933

. www.mhm-pc.com

Report of Independent Registered Public Accounting Firm on Applying
Agreed-Upon Procedures Related to an Entity’s SIPC Assessment Reconciliation

To the Members of
MBS Capital Markets, LLC:

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments
[General Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection Corporation (SIPC)
for the year ended December 31, 2011, which were agreed to by MBS Capital Markets, LL.C (the Company)
and the Securities and Exchange Commission, Financial Industry Regulatory Authority, Inc., and SIPC, solely
to assist you and the other specified parties in evaluating the Company's compliance with the applicable
instructions of the General Assessment Reconciliation (Form SIPC-7). The Company's management is
responsible for MBS Capital Markets, LLC’s 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:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement records
entries including check copies and bank records, noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31,2011,
as applicable, with the amounts reported in Form SIPC-7 for the year ended December 31, 2011,
noting that Form X-17A-5 only includes total revenues for the period from October 1, 2011 through
December 31, 2011, while Form SIPC-7 includes amounts for the year ended December 31, 2011
consistent with amounts reported in the accompanying audited financial statements;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers,
noting no differences; and

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
schedules and working papers supporting the adjustments, noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the expression
of an opinion on compliance. 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 29, 2012
Clearwater, Florida
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OATH OR AFFIRMATION

I, /i/ 0 W'n / “7’ /,4 (/ L é—‘\/ \/ , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
MBS  CppHr MARKETS L , as
of I/)C ceMbes 37 26 i ' ~,20 /1, are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprictary interest in any account

classified solely as that of a customer, except as follows:
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(b) Statement of Financial Condition.
E/,(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.
(47 (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.
D/(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
ET7() An Oath or Affirmation.
El/(m) A copy of the SIPC Supplemental Report.
[ (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e)(3).
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DETERMINATION OF “SIPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT Amounts for ine fiscal peried
beginning I AMAY 20 ¢!
and ending (edembe, 2017

Eliminate cents

159,53

9. Total revenue (FOCUS Line 12/Part 1A Line 9, Code 4030)

2h. Additiens:
i1} Tolal revenues from the securilies business of subsidiacies (except foreign subsidiaries) and —

predecessors sot included above.

i34 Nei toss from principal transactions in securities in trading accounts.

(33 Net loss from principal transactions in epmmodities in frading accounts.

/4 Interest and dividend expense deducted in determining item 2a.

{51 Net ipss from management of or participation in the yngderwriling or distribution of securities

{6y Expenses other than advertising, printing, registration fees and legal fses decucted in determining net

profit trom management of or participation in ynderwriting or distribution of securities.

(71 Nat joss from securities in investment accounts.

Total additions

2¢. Deductions:

(1} Revenues from the distribulion of shares of a registered open end investment company or unit
investment trust, from the sale of variable annuities, from the business of insurance, from investment
advisory services rendered 1o registered invesimen! companias or insurance company separate 3 -
accounts, and from transactions in security fulures products. 9{

{2) Revenues from commodity transactions.

(31 Commssions, floor brokerage and clearance paid to other $IPC members in connection with /é 3,
securities transactions. ¢ /0

{4) Reimbyrsements for postage in connection with proxy solicitation.

(5} Net gain from securities in invesiment accounts.

(6} 100% of commissions and markups eamed from transactions in (i) certificates of deposit and
{il) Treasury bilis, bankers acceptances or commercial paper that mature nine months or less

{rom issuance date.

{7y Direct expenses of printing advertising and legai fees incurred in connection with other revenue

related 1o ihe securilies business {revenue defined by Section 16{8}{L} of the Aot}

{8} Other revenue not related either directly or indirectly to the securities business.
{See Instruction C}:

{Deductions in excess of $100.000 require documentation)

{9 (i} Total interest and dividend expense {FOCUS Line 22/PART 1A Line 13,
Code 4075 plus line 2b{4) above) bul not in excess .
of total interest and dividend income. $ [, 453

{ii} 40% of margin interest earned on customers securities —
accounts {40% of FOCUS line 5. Code 39601 $

1,058

E£niler the greater of line (i} or (i)

17,940

Total deductions

s 1,523 7B

2d. SIPC Net Operating Revenues

. 3 309

se. General Assessment @ 0925 »
{to page 1, line 2.A.;
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