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OATH OR AFFIRMATION

John Murphy swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Probitas Funds Group LLC as

of December 31 20 12 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 customer except as follows
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Chief Financial Officer
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Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

IE 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

Independent auditors report on internal control
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McGladrey LLP

McGladrey

Independent Auditors Report

To the Member
Probitas Funds Group LLC

San Francisco CA

Report on the Financial Statement

We have audited the accompanying statement of financial condition of Probitas Funds Group LLC the

Company as of December 31 2012 which is filed pursuant to Rule 7a-5 under the Securities Exchange

Act of 1934 and the related notes to the financial statement

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement 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 statement is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or error

In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statement 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 Companys 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

financial statement

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

our audit opinion

Opinion

In our opinion the financial statement referred to above presents fairly in all material respects the

financial position of Probitas Funds Group LLC as of December 31 2012 in accordance with accounting

principles generally accepted in the United States of America

Irvine CA

February 27 2013



Probitas Funds Group LLC

Statement of Financial Condition

December 31 2012

Assets

Cash and cash equivalents 8020571

Receivables net of allowance for doubtful accounts of $345693 11018875

Prepaid expenses 84201

Investments at fair value 2160726

Furniture fixtures and equipment net 160797

Long-term receivables net of allowance for doubtful accounts of $1781250 6313439
Total assets 27758609

Liabilities and Members Equity

Accounts payable and accrued expenses 2794466
Due to affiliates 188237

Deferred revenue 300000

Total liabilities 3282703

Commitments Contingencies and Guarantees Notes and

Members Equity 24475906
Total liabilities and members equity 27758609

See Notes to Financial Statements



Probitas Funds Group LLC

Notes to Financial Statement

Note Nature of Business and Summary of Significant Accounting Policies

Nature of business Probitas Funds Group LLC the Company was formed and organized in Delaware

on July 25 2001 as limited liability company LLC The Company was registered as an LLC in the state

of California on August 27 2001 and is based in San Francisco California with second office in New

York New York The Companys primary line of business is providing consulting and placement agent

services regarding the private placement of securities in investment vehicles The Company solicits

investments from institutional and select private investors on behalf of the investment vehicles its clients

manage

On February 15 2002 Probitas Funds Group LLC became registered as general securities broker-

dealer with the U.S Securities and Exchange Commission SEC pursuant to Section 16c of the

Securities Exchange Act of 1934 and became member of the National Association of Securities

Dealers Inc now the Financial Industry Regulatory Authority The Company was granted broker-

dealer certificate by the California Department of Corporations on March 12 2002 The Company is

single member LLC wholly owned by Probitas Partners LP the Parent

The Company conducts business throughout the United States and in several other countries On

May 29 2008 the Company was exempted subject to certain conditions from the need for an Australian

financial services license The Company became registered in Japan as Type Financial Instruments

Dealer on January 13 2009 and is also registered as an international dealer in the provinces of Ontario

Alberta and British Columbia Canada

The Company operates under the provisions of Paragraph k2i of Rule 5c3-3 of the SEC and

accordingly is exempt from the remaining provisions of the Rule The requirements of Paragraph k2i
provide that the Company carry no margin accounts promptly transmit all customer funds and deliver all

securities received in conjunction with its activities as broker-dealer and hold no funds or securities for

or owe no money or securities to customers

summary of the Companys significant accounting policies is as follows

The Company follows accounting principles generally accepted in the United States of America U.S
GAAP as established by the Financial Accounting Standards Board FASB to ensure consistent

reporting of financial condition results of operations and cash flows

Use of estimates The preparation of financial statements requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the financial statements and the reported amounts of revenues and expenses

during the reporting period The Companys most significant estimates relate to the fair value of its

investment assets Actual values and results could differ from those estimates

Cash and cash equivalents The Company considers all highly liquid investments with an initial maturity

of three months or less to be cash equivalents The Company maintains its cash in bank deposit accounts

that at times may exceed insured limits It is the opinion of management that the solvency of the

referenced financial institutions is not of concern at this time

Receivables Receivables consist of billed and unbilled receivables Receivables generally represent

revenue recognized by the Company for placement and other services in accordance with the terms of

the respective service agreements Receivables are stated at unpaid balances less an allowance for

doubtful accounts Interest on long-term receivables is recognized over the term of the receivable and is

calculated using the simple-interest method on principal amounts outstanding based on the terms in the

respective agreement



Probitas Funds Group LLC

Notes to Financial Statement

Note Nature of Business and Summary of Significant Accounting Policies Continued

The allowance for doubtful accounts is increased by charges to bad debt expense and decreased by

charge-offs net of recoveries Managements periodic evaluation of the adequacy of the allowance is

based on the Companys past collection experience risks related to the balance in question specific

adverse situations that may affect the clients ability to pay and current economic conditions

The Company considers receivable uncollectible when based on current information or other factors it

is probable that the Company will not collect the receivable balance and interest payments according to

the client contract Accounts are written off when management believes after considering economic

conditions business conditions the financial condition of the obligor and collection efforts that the

receivables and collection of interest is doubtful At December 31 2012 the Companys allowance for

doubtful accounts was $2126943 of which $1781250 is related to customer who has filed for

bankruptcy As of December 31 2012 the accounts receivable balance for this customer is $1781250

Management believes that the remainder of accounts receivable at December 31 2012 are collectible

Furniture fixtures and equipment Furniture fixtures and equipment are recorded at cost Depreciation

is computed using the straight-line method over the estimated useful lives of the assets ranging from

three to seven years

Investments Investments are recorded at their estimated fair value as described in Note

Revenue recognition The Company recognizes revenue from advisory services over the period in

which the services are rendered and revenue from placement agent services when earned based on the

terms of the client contract

Income taxes The Company is single-member LLC whose parent is multi-partner limited partnership

taxed as partnership for federal income tax purposes The Company is disregarded entity for tax

purposes and its income is included in the Parents partnership return therefore no provision for income

taxes is required FASB Accounting Standards Codification ASC Topic 740 Income Taxes requires the

evaluation of tax positions taken or expected to be taken in the course of preparing the Companys tax

returns to determine whether the tax positions are more-likely-than-not of being sustained when

challenged or when examined by the applicable tax authority Tax positions not deemed to meet the

more-likely-than-not threshold would be recorded as tax benefit or expense and liability in the current

year For the year ended December 31 2012 management has determined that there are no material

uncertain income tax positions The Company is no longer subject to examination by United States

federal state or local taxing authorities for tax years before 2009

Recently adopted accounting pronouncement In May 2011 the FASB issued Accounting Standards

Update ASU 2011-04 Amendments to Achieve Common Fair Value Measurements and Disclosure

Requirements in U.S GAAP and IFRSs ASU 2011-04 amended ASC 820 Fair Value Measurement and

Disclosures to converge the fair value measurement guidance in U.S GAAP and International Financial

Reporting Standards IFRS Some of the amendments clarify the application of existing fair value

measurement requirements while other amendments change particular principle in ASC 820 In

addition ASU 2011-04 requires additional fair value disclosures The amendments are to be applied

prospectively and are effective for annual periods beginning after December 15 2011 The adoption of

this ASU did not have material impact on the financial statement



Probitas Funds Group LLC

Notes to Financial Statement

Note Nature of Business and Summary of Significant Accounting Policies Continued

Recently issued accounting pronouncement In December 2011 the FASB issued new guidance that

requires an entity to disclose information about offsetting and related arrangements to enable users of its

financial statements to understand the effect of those arrangements on its financial position The FASB

issued additional clarification to specify that the guidance applies only to derivatives repurchase

agreements and reverse repurchase agreements and securities borrowing and securities lending

transactions that are either offset in accordance with specific criteria of the ASC or subject to master

netting arrangement or similar agreement This guidance is effective for annual and interim periods

beginning on or after January 2013 An entity should provide the disclosures required by those

amendments retrospectively for all comparative periods presented The adoption of this guidance is not

expected to have material impact on our financial position or results of operations

Guarantees The Company recognizes guarantees in accordance with ASU 460 Guarantees FASB
Interpretation No 45 According to this guidance the Company is not required to book liability for

guarantees of parent companys debt to third party Other required disclosures about such

arrangements are made in Note 10

Note Furniture Software Equipment and Leasehold Improvements

Furniture and fixtures 380087

Software 364412

Equipment 119597

Leasehold improvements 93186

957282

Accumulated depreciation 796485
160797

Note Fair Value of Measurements

Fair value is the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date The Company utilizes valuation

techniques to maximize the use of observable inputs and minimize the use of unobservable inputs Inputs

are broadly defined as assumptions market participants would use in pricing an asset or liability Assets

and liabilities recorded at fair value are categorized within the fair value hierarchy based upon the level of

judgment associated with the inputs used to measure their value The fair value hierarchy gives the

highest priority to quoted prices in active markets for identical assets or liabilities Level and the lowest

priority to unobservable inputs Level The three levels of the fair value hierarchy are described below

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the

reporting entity has the ability to access at the measurement date

Level Inputs other than quoted prices within Level that are observable for the asset or

liability either directly or indirectly and the fair value is determined through the use of models or

other valuation methodologies significant adjustment to Level input could result in the

Level measurement becoming Level measurement

Level Inputs are unobservable for the asset or liability and include situations where there is

little if any market activity for the asset or liability The inputs into the determination of fair value

are based upon the best information in the circumstances and may require significant

management judgment or estimation



Probitas Funds Group LLC

Notes to Financial Statement

Note Fair Value of Measurements Continued

The availability of observable inputs can vary from security to security and is affected by wide variety of

factors including for example the type of security whether the security is new and not yet established in

the marketplace the liquidity of markets and other characteristics particular to the security To the extent

that valuation is based on models or inputs that are less observable or unobservable in the market the

determination of fair value requires more judgment Accordingly the degree of judgment exercised in

determining fair value is greatest for instruments categorized in Level

In certain cases the inputs used to measure fair value may fall into different levels of the fair value

hierarchy In such cases an investments level within the fair value hierarchy is based on the lowest level

of input that is significant to the fair value measurement The Companys assessment of the significance

of particular input to the fair value measurement in its entirety requires judgment and considers factors

specific to the investment

description of the valuation techniques applied to the Companys investments measured on recurring

basis follows

Investments The Company has 21 investments in various investment partnerships in which it receives

interests either as limited partner or as special general partner In all of these circumstances the

Company does not have the ability to exercise significant influence and has little or no voting power and

these interests are subject to substantial or complete restrictions on transfer Further no public market

exists for these investments

Investments in investment partnerships are valued at fair value based on the applicable percentage

ownership of the net assets of each of the partnerships as of the measurement date with consideration

given to the effects of various terms and features of each investment and the significance of any

transactions in the ownership interests of the investments As practical expedient investments in

investment partnerships are valued at the reported net asset value NAV based on observable data such

as ongoing redemption and/or subscription activity In these cases the NAV is considered as Level

input However the Company adjusts the NAV for significant market events between the date of the

calculation of NAV and the Companys reporting date including applying liquidity and control discounts

ranging from 10 percent to 40 percent resulting in the investment being classified in Level

Distributions of cash or in-kind from an investment partnership when specifically identified as income are

recorded accordingly as investment income otherwise they are recorded as return on capital which

serves to reduce the cost basis of the investment Distributions received in excess of the cost basis are

recorded as realized gains Distributions are recorded when they are received from the vehicle in which

the investment was made



Probitas Funds Group LLC

Notes to Financial Statement

Note Fair Value of Measurements Continued

The following table presents the Companys fair value hierarchy for those assets measured at fair value

on recurring basis as of December 31 2012

Investment Partnerships

Fair Value Measurement Using

Quoted Prices

in Active Significant

Markets for Other Significant

Identical Observable Unobservable

Assets Inputs Inputs

Total Level Level Level

2160726 2160726

2160726 2160726

The table below summarizes activity for the year ended December 31 2012 due to changes in fair value

including both realized and unrealized gains and losses recorded in earnings for Level assets during

2012

January 2012

Change in unrealized appreciation on investments

Contributions

Distributions

December 31 2012

There were no transfers among Levels and during the year

Note Related-Party Transactions

2088232

267481

314433

509420
2160.726

The Company maintains an agreement with its Parent to which it pays monthly management fee As of

December 31 2012 the Company owed the Parent $188237

Note Net Capital Requirements

The Company is subject to the U.S Securities and Exchange Commission Uniform Net Capital Rule

SEC Rule 15c3-1 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 In addition the

Company may not allow advances to affiliates the withdrawal of equity capital or payment of dividends if

such payment would result in aggregate indebtedness greater than 10 times net capital or if net capital

would fail to be at least 120 percent of the minimum required net capital

At December31 2012 the Company had net capital of $4737868 which was $4499021 in excess of

its required net capital of $238847 The Companys ratio of aggregate indebtedness to net capital was

0.76 to

Advances to affiliates distributions and other equity withdrawals are subject to certain notification and

other provisions of the net capital rules of the SEC and various exchanges the Company is associated

with



Probitas Funds Group LLC

Notes to Financial Statement

Note Concentrations of Credit Risk

The Company holds contract receivables from obligors that are private equity investment funds In the

event one or more of these funds do not fulfill their obligations the Company may be exposed to credit

risk The risk of default depends on the financial strength of both the funds and its underlying investors

which are typically required to contribute capital to these funds over period of several years It is the

Companys policy to review and monitor as necessary the credit standing of each counterparty as well

as the exposure to each counterparty

Note Long-Term Receivables

Long-term receivables from customers of $6313439 consist of seven installment agreements with

effective interest rates ranging from percent to 6.0 percent Payments are collectible through September

2015

Note Commitments

In accordance with certain limited partnership interest agreements as described in Note the Company

may be required to commit additional capital to number of the investment partnerships in which it holds

interests The capital calls may be made over period of up to 10 years Total potential committed capital

as of December 31 2012 was $2114052 Of this committed amount $1592564 was funded and

$521488 remained unfunded at December 31 2012

Note Guarantees

The Company has guaranteed two term loans for the benefit of the Parent The Company would be

obliged to perform under this guarantee if the Parent failed to pay principal and interest payments to the

lender when due The initial term loans totaled $1500000 and $1800000 and are payable in 60 equal

installments of $25000 and $30000 respectively plus accrued interest Both loans accrue interest at the

rate of prime plus 0.75 percent The final payment on one of the two term loans was made in October

2012 and the final payment on the other term loan is due during the Companys fiscal year ending

December 31 2013 Excluding accrued interest at December 31 2012 the maximum potential amount

of future undiscounted payments under these guarantees is $300000

In addition the Company has pledged its contract receivables and all other assets except cash as

security for an $8500000 line of credit held by the Parent In accordance with the agreements in order

to have access to the line of credit the Company is required to maintain minimum net income each

quarter as defined in the agreement

Note 10 Subsequent Events

Subsequent to year-end distributions totaling $2000000 were paid to the Parent

The Company has evaluated subsequent events for potential recognition and/or disclosure through

February 27 2013 the date this financial statement was issued
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