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OATH OR AFFIRMATION

I, Theodore Brombach , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statément and supporting schedules pertaining to the firm of

XMS Capital Partners, LLC , as
of December 31 ,20 12 , 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:

O/

Signature

OFFICIAL StAL
CATHERINE GUISTI
Notary Public - State of iilinols
My Commission Exz - Nov 30, 2018

Notary Public

Managing Partner

Title

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.

(1) An Oath or Affirmation.

(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.

O OO0ORDOKOKRIN

ORKR

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



OATH OR AFFIRMATION

John Spenca
I, ° p , swear (or affirm) that, to the best of
my knowtedge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
XMS Capital Partners, LLC as
of December 31 ,20 1% are true and correct. [ 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:

L7
cm ﬂ .II AL Signature
Notary Public - .:.:'“MK Managing Partner

* My Commission Expires Nov 30 2016

o Mot

Title

ot A
Notary Public

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

&
M
O
o
O
R
|
0
O
O
2
9
0

(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.

(k) 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.

(i) 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.

(1) 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.

**Lor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT RONALD E. MIAZGA, CPA, MBA, CVA

To the Members
XMS Capital Partners, LLC and Subsidiary

Report On The Consolidated Financial Statements

We have audited the accompanying consolidated statements of financial condition of XMS Capital
Partners, LLC and Subsidiary as of December 31, 2012 and 2011, and the related consolidated
statements of income and comprehensive income, changes in members' equity, and cash flows for the
years then ended that are filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and
the related notes to the financial statements.

Management’s Responsibility For The Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with U.S. generally accepted auditing standards. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether
the consolidated financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditors consider internal control
relevant to the Company’s preparation and fair presentation of the consolidated financial statements in
order to design 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. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of XMS Capital Partners, LLC and Subsidiary as of December 31, 2012
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and 2011, and the results of its operations and its cash flows for the years then ended in accordance
with U.S. generally accepted accounting principles.

Other Matter

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The additional information on page 12 is presented for purposes of additional
analysis and is not a required part of the consolidated financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. 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 consolidated financial statements. The information has been
subjected to the auditing procedures applied in the audits of the consolidated financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to the
consolidated financial statements themselves, and other additional procedures in accordance with U.S.
generally accepted auditing standards. In our opinion, the information on page 12 is fairly stated in all
material respects in relation to the consolidated financial statements as a whole.

w250 Co

Neil Friedman C.P.A., P.C.
d/b/a Michael Silver & Company
Certified Public Accountants
Skokie, lllinois
February 27, 2013



XMS CAPITAL PARTNERS, LLC

AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

DECEMBER 31, 2012 AND 2011

ASSETS

Current Assets
Cash
Accounts receivable
Investments in common stock, at fair value
Investment in limited liability company, at cost
Prepaid expenses and deposits

Total Current Assets
Property and Equipment
Vehicles
Office equipment
Computer equipment and software
Furniture and fixtures

Less: accumulated depreciation and amortization

Net Property and Equipment

TOTAL ASSETS

LIABILITIES AND MEMBERS’ EQUITY

Current Liabilities
Accounts payable
Accrued state replacement tax
Deferred rent
Current portion of obligations under capital leases

Total Current Liabilities

Long-Term Liabilities
Obligations under capital leases

Members’ Equity

TOTAL LIABILITIES AND MEMBERS’ EQUITY

2012 2011
$ 2,546,988 $ 1,644,761
164,083 233,868
164,500 88,000

342,821 -
7,326 152
3,225,718 1,966,781
148,188 148,188
27,050 22,535
11,375 11,375
62,099 62,099
248,712 244,197
183,295 147,247
65.417 96,950
$ 3201135 $ 2063731
$ 61973 $ 40,139

35,500 -
12,448 20,591
2,376 2,709
112,297 63,439
13,762 3,120
— 3,165,076 - 1.997.172
$ 3201135 $ 2063731

The accompanying notes are an integral part of these consolidated financial statements.
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XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
DECEMBER 31, 2012 AND 2011

2012 2011
Revenue $ 6,837,992 $ 5,664,989
Operating Expenses 4,744 701 4,571,303
Operating Income 2,093,291 1,093,686
Other Income, Net 31.710 32,712
Income Before Provision For State Income Taxes 2,125,001 1,126,398
Provision For State Income Taxes 35,097 14,322
Net Income 2,089,904 1,112,076
Other Comprehensive Income (Loss)
Change In Unrealized Gain (Loss) on Investments 58,000 (62,000)
Comprehensive Income $ 2,147,904 $ 1,050,076

The accompanying notes are an integral part of these consolidated financial statements.
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XMS CAPITAL PARTNERS, LLC

CONSOLIDATED STATEMENTS OF CHANGES IN MEMBERS' EQUITY

Balance — 2010

Other Comprehensive Loss
Distributions

Net Income

Balance — 2011

Other Comprehensive Income
Distributions

Net Income

Balance — 2012

AND SUBSIDIARY

DECEMBER 31, 2012 AND 2011

Accumulated

Other
Members’ Comprehensive Total Members’
Equity Loss Equity

$ 1,312,096 $ - $ 1,312,096
- (62,000) (62,000)
(365,000) - (365,000)
1,112,076 - 1,112,076
2,059,172 (62,000) 1,997,172

- 58,000 58,000
(980,000) - (980,000)
2,089,904 - 2,089,904
$_3.169.076 $ (4000 $ 3165076

The accompanying notes are an integral part of these consolidated financial statements.
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XMS CAPITAL PARTNERS, LLC

AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
DECEMBER 31, 2012 AND 2011

Cash Flows From Operating Activities:
Net Income

Adjustments to reconcile net income to net cash provided

by operating activities:
Depreciation and amortization
Gain on disposal of property and equipment
Investments received in lieu of fees
Changes in operating assets and liabilities:
(Increase) decrease in:
Accounts receivable
Prepaid expenses and deposits
Increase (decrease) in:
Accounts payable
Accrued state replacement tax
Deferred rent

Total adjustments

Net Cash Provided By Operating Activities

Cash Flows From Investing Activities
Purchase of property and equipment
Proceeds from disposal of property and equipment
Purchase of investment in common stock
Purchase of investment in limited liability company
Net Cash Used By Investing Activities
Cash Flows From Financing Activities
Payments on obligations under capital leases
Members’ distributions
Net Cash Used By Financing Activities
Net Increase In Cash
Cash — Beginning of Year
Cash — End of Year
Cash Paid During The Year For:

Interest

State replacement taxes, net of refunds

2012 2011
$ 2.089.904 $ 1.112.076
45,552 45,093
(735) -
(286,321) -
69,785 (145,453)
(7,174) (95)
21,834 (12,794)
35,500 -
(8.143) (5.837)
(129,702) (119.086)
1,960,202 992,990
- (11,160)
3,111 .

- (150,000)
(75.000) -
(71,889) (161.160)

(6,086) (2,366)
(980,000) (365.000)
(986.086) (367,366)

902,227 464,464
1,644,761 1,180.297

$ 2,546,988 $ 1,644,761
$ 852 $ 993
S (403) $ 14322

The accompanying notes are an integral part of these consolidated financial statements.
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XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

Nature Of Business

XMS Capital Partners, LLC 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 serves
clients in the United States and abroad.

The Company was organized September 22, 2006, pursuant to the Delaware Limited Liability Company
Act. Under the Delaware Limited Liability Company Act, neither a member nor a manager of an LLC is
personally liable for a debt, obligation, or liability of the LLC arising in a contract, tort, or otherwise.

The Company claims exemption to SEC Rule 15¢3-3 under subparagraph k(1), due to its limited
business.

In 2012, the Company created a wholly-owned subsidiary, XMS Capital Ireland Limited (XMS Ireland),
located in Dublin, Ireland. XMS Ireland serves clients abroad and is capitalized with 1,000,000 shares
authorized at 1 Euro par value and 100 shares intended to be issued to the Company. Due to a clerical
error, the XMS Ireland issued 1,000,000 shares and is in the process of petitioning the court to reduce
the issued shares to 100 as intended.

Summary Of Significant Accounting Policies

These consolidated financial statements include the accounts of the XMS Capital Partners, LLC and its
wholly-owned subsidiary, XMS Capital Ireland Limited (collectively “Company”). All significant
intercompany balances and transactions have been eliminated.

The preparation of consolidated financial statements in conformity with U.S. 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
consolidated financial statements and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Property and equipment are stated at cost. Significant costs of improvements are capitalized and repair
costs are charged to expense as incurred. The cost of assets sold, retired, or abandoned and the
related accumulated depreciation and amortization are removed from the accounts, and any resulting
gain or loss is included in earnings. Depreciation and amortization are computed using the straight-line
method over the estimated useful lives of the related assets, which range from five to seven years.

No provision for federal taxes on income is required since the members report their proportionate shares
of taxable income in their respective income tax returns. The Company is subject to certain state taxes.

In accordance with U.S. generally accepted accounting principles, the tax effects from an uncertain tax
position can be recognized in the consolidated financial statements, only if the position is more likely
than not to be sustained on audit, based on the technical merits of the position. The Company
recognizes the financial statement benefit of a tax position only after determining that the relevant tax
authority would more likely than not sustain the position following an audit. For tax positions meeting
the more-likely-than-not threshold, the amount recognized in the consolidated financial statements is the
largest benefit that has a greater than 50% likelihood of being realized, upon ultimate settlement with the
relevant tax authority. The Company did not have any uncertain tax positions as of December 31, 2012.
The Company is no longer subject to examination by taxing authorities for years prior to December 31,
2009.



XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

The Company's investments in common stock are classified as available for sale and reported at fair
value, with unrealized gains and losses excluded from earnings and reported as a separate component
of members' equity. The fair value is determined by the quoted market price on the last business day of
the year using prevailing financial market information.

The Company has an investment in a limited liability company where its ownership in the limited liability
company is less than 20%. As such, this investment is carried at cost.

The Company recognizes consulting revenue for services as they are provided. Contingent revenues
are recorded when earned based on the closing date of the transaction. Accounts receivable are
recorded for revenue earned on closed transactions and client reimbursable expenses that have not
been collected or are unbilled. Management establishes an allowance for doubtful accounts based on
its knowledge of the client, historic loss experience, and current economic conditions. Losses are
charged off to the allowance when management deems further collection efforts will not produce
additional recoveries. Management has determined that no allowance for doubtful accounts is
necessary as of December 31, 2012 and 2011.

Management has evaluated subsequent events through February 27, 2013, the date when the
consolidated financial statements were available to be issued.

Concentration Of Credit Risk

The Company maintains cash accounts at two financial institutions in the United States and one in
Dublin, Ireland and has credit risk for balances in excess of federally insured limits. The functional
currency of the cash account in Dublin, Ireland is Euros. Monetary assets and liabilities are translated at
exchange rates in effect at the end of the year. Revenue and expense accounts are translated at
historical rates. There were no material gains or losses from the translation of Euros into U.S. dollars for
the year ended December 31, 2012.

Major Customers

Revenue from five clients amounted to approximately 73% of total revenue for the year ended
December 31, 2012. Revenue from three clients amounted to approximately 66% of total revenue for
the year ended December 31, 2011.

Marketable Securities And Fair Value Measurements

Financial Accounting Standards Board Codification 820, Fair Value Measurements and Disclosures
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. This hierarchy consists of three broad levels: Level 1 inputs consist of unadjusted quoted prices
in active markets for identical assets and have the highest priority; Level 2 inputs consist of observable
inputs other than quoted market prices for identical assets; and Level 3 inputs have the lowest priority.
The Company uses appropriate valuation techniques based on the available inputs to measure the fair
value of its investments. When available, the Company measures fair value using Level 1 inputs
because they generally provide the most reliable evidence of fair value. Level 3 inputs are used only
when Level 1 and Level 2 inputs are not available.



XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

Level 1 Fair Value Measurements
The fair value of investments in common stock shown below is based on the quoted market price of the
shares held by the Company at the end of the year.

Cost Unrealized Loss Fair Value
2012
Novelos Therapeutics, Inc. $ 150,000 $ (2,000) $ 148,000
ZBB Energy Corporation 18.500 (2.000) 16,500
Total $__ 168,500 $ (4,000 $ 164,500
2011
Novelos Therapeutics, Inc. $ 150,000 $ (62,000) % 88,000

6 - Investment in Limited Liability Company

The Company holds a 1% investment in BioProcess Algae, LLC that is accounted for on the cost
method. In 2012, the Company was issued 182.973 common membership units of BioProcess Algae,
LLC, valued at $267,821 at the time of the transaction, in lieu of fees due the Company. Subsequently,
the Company made additional cash contributions of $75,000. Therefore, the cost of the investment was
$342,821.

It is not practicable to estimate the fair value of the Company’s investment in the limited liability
company due to the lack of quoted market prices. Management is not aware of any events or changes
in circumstances that would adversely affect the fair value of the investment. Therefore, management
has determined that there is no impairment of this investment.

7 - Lease Commitments

The Company leases a copier in accordance with the terms of a capital lease requiring monthly
payments of $392 through November 2017. The cost of the copier is included in office equipment, and
the total accumulated depreciation is noted in the table below. Depreciation on the copier, included in
depreciation expense, was $546 for the year ended December 31, 2012. As of December 31, 2011,
another copier was being leased and was retired in 2012. Depreciation on the old copier, included in
depreciation expense, was $2,178 and $2,376 for the years ended December 31, 2012 and 2011.

Assets recorded under capital lease consisted of the following at December 31:

2012 2011
Copier $ 16,394 $ 11,880
Less: accumulated amortization 546 7.326
Net equipment held under capital lease $ 15,848 $ 4,554



XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

The Company leases office space in Evanston, lllinois under an operating lease agreement
commencing September 1, 2008, through February 28, 2014. Rental payments of approximately $6,880
are payable monthly. The Company is also responsible for its pro-rata share of operating expenses and
real estate taxes. The lease requires the Company to maintain as a security deposit an irrevocable
letter of credit in the amount of $174,103. Rent expense, including the operating expenses, was
$160,974 and $158,049 for the years ended December 31, 2012 and 2011, respectively.

Future minimum lease payments under all non-cancelable leases are as follows:

Years ending December 31, Operating Capital
2013 $ 93,009 $ 4,705
2014 15,758 4,705
2015 - 4,705
2016 - 4,705
2017 - 4,312
Total 3 108,767 23,132
Less: interest 6,994
Net present value $ 16,138

8 - Interest Expense
Interest expense on all debt and capital leases was $852 and $993 for the years ended December 31,
2012 and 2011, respectively.

9 - 401(k) Plan
The Company sponsors a defined contribution plan in connection with its agreement with a co-employer
that covers all eligible employees of the Company, as defined in the plan. There were no employer
contributions to the plan for each of the years ended December 31, 2012 and 2011.

10 - Commitments
The Company is expecting to make distributions to the members in 2013 equal to 40% of the 2012

taxable income to cover the related tax burden of its members. The amount is expected to be
approximately $850,000 and is expected to be paid by April 15, 2013.
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XMS CAPITAL PARTNERS, LLC
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

11 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
rule 15¢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 (and the rule of the
"applicable" exchange also provides that equity capital may not be withdrawn or cash dividends paid if
the resulting net capital ratio would exceed 10 to 1). The Company's SEC net capital requirement is the
greater of $5,000 or 6 2/3% of the total aggregate indebtedness, calculated to be $8,404. As of
December 31, 2012, the Company had net capital of $2,408,406 as calculated in accordance with Rule
15c3-1, which was $2,400,002 in excess of its SEC required net capital. The Company's net capital
ratio was 0.05 to 1.

12 - Supplemental Cash Flow Information
Supplemental disclosure of cash flow information for the years ended December 31:

Non-cash investing and financing activities:

2012 2011
Purchase of property and equipment through capital
lease obligation $ 16,394 $ -
Receipt of investment in common stock in lieu of
fees $ 18,500 s -
Receipt of investment in limited liability company in
lieu of fees $ 267,821 $ -

-11-
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XMS CAPITAL PARTNERS, LLC .

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2012

Net Capital
Total members' equity

Deduct members' equity not allowable for net capital

Total members' equity qualified for net capital

Add:
No additional items to add

Total capital and allowable subordinated borrowings

Deductions and/or charges:
Nonallowable assets:
Fixed assets
Other assets
Receivables
Haircuts on securities:
Money market funds

Total Net Capital

Aggregate Indebtedness

Items included in statement of financial condition:

Capital lease obligations
Other accounts payable and accrued expenses

Total Aggregate Indebtedness
Computation of Basic Net Capital Requirement
Minimum Net Capital Required
Excess Net Capital

Ratio: Aggregate Indebtedness to Net Capital

Reconcilation with Company's Computation (included in Part Il of

Form X-17a-5 as of December 31, 2012)

Net Capital, as reported in Company's Part Il (unaudited) FOCUS

report, as amended

No audit adjustments

Net Capital per above

See Independent Auditors' Report.
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65,417
514,645
164,083

12,625

——

$ 3,165,076
3,165,076
3,165,076

756,670
2,408,406

$ 16,138

109921

$ 126,059

$ 8,404

$ 2400002

0.05 to 1
$  2.408.406
$ 2,408,406
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Board of Members
XMS Capital Partners, LLC and Subsidiary

In planning and performing our audit of the consolidated financial statements of XMS Capital Partners,
LLC and Subsidiary (Company), as of and for the year ended December 31, 2012, in accordance with
U.S. generally accepted auditing standards, we considered the Company's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purposes of expressing
our opinion on the consolidated 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:

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 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 management's authorization and recorded properly to permit the preparation
of consolidated financial statements in conformity with U.S. generally accepted accounting principles.
Rule 17a-5(g) 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.

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
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detect and correct, 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 consolidated 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. However, we identified the following deficiencies in internal control that we consider to be
material weaknesses, as defined above. These conditions were considered in determining the nature,
timing, and extent of the procedures performed in our audit of the consolidated financial statements of
XMS Capital Partners, LLC and Subsidiary as of and for the year ended December 31, 2012, and this
report does not affect our report thereon dated February 27, 2013. Management is responsible for the
accuracy and completeness of all financial records and related information in accordance with U.S.
generally accepted accounting principles. For the year ended December 31, 2012, we found two material
adjustments relating to instances where the Company received investments in securities and in a limited
liability company in lieu of fees as described in the related enagement letters, and the related revenue
earned and the investments were not recorded at the time of the transaction. In discussion with
management, new procedures have been instituted to make sure that the Accounting Coordinator is
aware of all engagements where payment of fees may be received in a form other than cash.

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 found inadequacies in the practices and procedures as
it relates to the computation of net capital under Rule 17a-3(a)(11) as of December 31, 2012. The
computation of net capital under Rule 17a-3(a)(11) was incorrect on Form X-17A-5 for the period
beginning October 1, 2012 and ending December 31, 2012, due to recording an asset both as
nonallowable and as a securities haircut. The Company has instituted additional review procedures by
management, and the computation of net capital under Rule 17a-3(a)(11) has been amended on Form X-
17A-5 for the affected period. This report does not affect our report on the audited consolidated financial
statements of XMS Capital Partners, LLC and Subsidiary dated February 27, 2013.

This report is intended solely for the information and use of the board of members, management, the
SEC, 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.

M@Mm
Neil Friedman C.P.A., P.C.

d/b/a Michael Silver & Company
Certified Public Accountants

Skokie, lllinois
February 27, 2013
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To the Board of Members
XMS Capital Partners, LLC and Subsidiary

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, 2012, which were agreed to by XMS Capital
Partners, LLC and Subsidiary, and the Securities and Exchange Commission (SEC), Financial Industry
Regulatory Authority, Inc. (FINRA) and SIPC, solely to assist you and the other specified parties in
evaluating XMS Capital Partners, LLC and Subsdiary’s compliance with the applicable instructions of
the General Assessment Reconciliation (Form SIPC-7). XMS Capital Partners, LLC and Subsidiary’s
management is responsible for XMS Capital Partners, LLC and Subsidiary’s compliance with those
requirements. This agreed-upon procedures engagement was conducted in accordance with the
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 as recorded in QuickBooks, noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December
31, 2012, as applicable, with the amounts reported in Form SIPC-7 for the year ended
December 31, 2012, noting no differences;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers provided by you, including reports from QuickBooks, noting no differences;

-1-
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4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
schedules and working papers provided by you, including reports from QuickBooks, supporting
the adjustments, noting no differences; and

5. Compared the amount of any overpayment applied to the current assessment with the Form
SIPC-7 on which it was originally computed, noting no differences, if applicable.

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.

s S CO
Neil Friedman C.P.A., P.C.

d/b/a Michael Silver & Company
Certified Public Accountants

Skokie, lllinois
February 27, 2013



SECURITIES INVESTOR PROTECTION CORPORATION
P.O. Box 92185 Xvoazsg%gtggdoD.C. 20090-2185

General Assessment Reconciliation

For the fiscal year ended Je(e ol 31 L0\~
{Read carefully the instructions in your Working Copy before compleling this Form)

SIPC-7

(33-REV 7/10)

SIPC-7

(33-REV 7/10)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Name of Member, address, Designated Examining Authority, 1934 Act registration no. and month in which fiscal year ends for
purposes ol the audit requiremen! of SEC Rule 17a-5:

l l Note: If any of the information shown on the mailing label
0(-07 S_Oa‘ P}D e“ﬁ D{Q requires correction, please e-mail any corrections to
— ) form@sipc.org and so indicate an the form filed.
VMG CAPITAL PALTNERS LLC
[L()D_ﬁ OQ&'LUQC-; o= A\JE Name and teiephone number of person to contact

375 735— respecting this form.
I EVANST00, 1L UOZDI—K7 I John Spence 847-448-1300

2. A. General Assessmen! (ilem 2e from page 2) $ }2. (-ﬂ 7%

B. Less payment made with SIPC-6 filed (exclude interest) ( Q % 7 a\
Date Paid

C. Less prior overpayment applied ( -
D. Assessment balance due or (overpayment) /C): &(.p
E. interest computed on late payment (see instruction E} for______ days at 20% per annum -
F. Total assessment balance and interest due {or overpayment carried forward) $ / Dl %9\ Lo
G. PAID WITH THIS FORM:

Tolat (must be Sama as F above) s )0, 2 e
H. Overpayment carried forward ${ )

3. Subsidiaries (S} and predecessors {P) included in this form (give name and 1934 Acl registration number):

)

The SIPC member submitting this form and the

person by whom it is executed represent thereby )(MS (] p W (/é/d‘
that all infarmation contained herein is true, correct J @;9 d/ I'Sl

and complete [{ tos, Partnership or other organizdlion)

\

(Title)

q’ "€ (Authorled Signalute)
Dated the_%__)__ day O'M—' 20_&. Mﬂ lﬁomm 9/ dW

This form and the assessment payment is due 60 days after the end of the fiscal year. Retain the Working Copy of this form
for a period of not less than 6 years, the latest 2 years in an easily accessible place.

E Dates:

= Postmarked Received Reviewed

| %5 ]

== Calcutations Documentation Forward Copy
==

¢> Exceptions:

o

o

Disposition of exceptions:



DETERMINATION OF “SIPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT

Amounts for the fiscal period

beginning Ol aole

and ending D231, 2012\
Ellminate cents

Item No. ??77 Z
2a. Total revenue (FOCUS Line 12/Part IIA Line 9, Code 4030) $ (.m (7/, 5Z07

2b. Additions:
{1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and
predecessors not included above.

(2) Net loss from principal transactions in securities in trading accounts.

{3) Nel foss from principal transactions in commodities in Irading accounts.

(4) Interest and dividend expense deducled in determining item 2a.

{5) Net loss from management of or participation in the underwriting or distribution of securities.

(6) Expenses other than advertising, printing, registration fees and legaf fees deducted in determining net
prolit from managemeni of or participation in underwriting or distribution of securities.

(7) Net loss from securities in investment accounts.

Total additions

2¢. Deductions:

(1) Revenues from the distribution ol shares of a registered open end investment company or unit
investment lrust, from the sale ol variable annuities, from the business of insurance, from investment
advisory services rendered to registered invesiment companies or insurance company separate
accounts, and from transactions in security futures products.

(2} Revenues from commodity transactions.

(3) Commissions, floor brokerage and clearance paid to other SIPC members in connection with
securities transactions.

(4) Reimbursements for postage in cennection with proxy solicitation.

(5} Net gain from securities in investment accounts.

(6) 100% of commissions and markups earned from transactions in (i) cerlificates of deposil and
(i) Treasury bills, bankers acceptances or commercial paper thal mature nine months or less
from issuance date.

(7) Direct expenses of printing advertising and legal fees incurred in connection with other revenue —
related to the securities business (revenue defined by Section 16(3)(L) ot the Act). } 2 %} L/Af(ﬁ

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

Dontel ¢ Qodeinor loiema | ble 000

(9) (i) Total interest and dividend expense (FOCUS Line 22/PART A Line 13,
Code 4075 plus line 2b(4) above) but not in excess X g/' 2
of total interest and dividend income. $

(i) 40% of margin interest earned on customers securilies
accounts (40% ol FOCUS line 5, Code 3960).

Enter the greater of line (i) or {ii) . %go’l

Total deductions ); 765 99% -
2d. SIPC Net Operaling Revenues $ S /) /791 Qw (7

2e. General Assessment @ .0025 $ /;1 | U?/?/

(1o page 1, line 2.A.}



