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OATH OR AFFIRMATION

John OBrien swear or affirm that to the best of

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

Penates Group Inc as

of December 31 20 12 are true and correct further swear or affirm that
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classified solely as that of customer except as follows
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Stark Schenkein LLP
BUSINESS ADVISORS CPAs

Report of Independent Auditors

To the Board of Directors

Penates Group Inc

Report on the Financial Statements

We have audited the accompanying statement of financial condition of Penates Group Inc the

Company as of December 31 2012 and the related statements of operations changes in

stockholders equity and cash flows for the year then ended that are filed pursuant to Rule 17a-

under the Securities Exchange Act of 1934 and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial

statements 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 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 involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements 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 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

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 statements

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

basis for our audit opinion

3600 South Yosemite Street Suite 600 Denver CO 80237 303.694.6700 IF 888.766.3985 IF 303.694.6761 www.starkcpas.com

An Independent Member of BKR International



Opinion

In our opinion the financial statements referred to above present fairly in all material respects
the financial position of Penates Group Inc as of Deôember 31 2012 and the results of its

operations and its cash flows for the year then ended in accordance with accounting principles

generally accepted in the United States of America

Other Mailer

Our audit was conducted for the purpose of forming an opinion on the financial statements as
whole The information contained in Schedules and Ill is presented for purposes of additional

analysis and is not required part of the financial statements but is supplementary information

required by Rule 7a-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 financial statements The information in

Schedules and Ill has been subjected to the auditing procedures applied in the audit of the

financial statements and certain additional procedures including comparing and reconciling

such information directly to the underlying accounting and other records used to prepare the

financial statements or to the financial statements themselves and other additional procedures
in accordance with auditing standards generally accepted in the United States of America In

our opinion the information in Schedules and Ill is fairly stated in all material respects in

relation to the financial statements as whole

i/
Denver Colorado

February 28 2013



Penates Group Inc

Statement of Financial Condition

December 31 2012

ASSETS

Cash 85332
Receivable from clearing organization 6651

Deposit at clearing organization 15000

Accrued revenues receivable 5900

Prepaid expenses and deposits 2141

115024

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITI ES

Accounts payable and accrued expenses 8538
Related party accounts payable 11077

19615

STOCKHOLDERS EQUITY

Common stock no par value 1000000
shares authorized 25000 issued and outstanding 25000

Additional paid-in capital 1500
Retained earnings 68909

95409

115024

The accompanying notes are an integral part of these financial statements



Penates Group Inc

Statement of Operations

For The Year Ended December 31 2012

REVENUES

Brokerage commissions 764471
Interest 152

Total revenues 764623

EXPENSES

Employee compensation 147827

Clearing costs 43482
Professional fees 512554
Other expenses 34188

Total expenses 738051

Net Income 26572

The accompanying notes are an integral part of these financial statements



PenatesGroup Inc

Statement of Stockholders Equity

For the Year Ended December 31 2012

Additional Total

Common Stock Paid-In Retained Stockholders

Shares Amount Capital Earnings Equity

Balance December 31 2011 25000 25000 1500 42337 68837

Net income 26572 26572

Balance December31 2012 25000 25000 1500 68909 95409

The accompanying notes are an integral part of these financial statements



Penates Group Inc

Statement of Cash Flows

Year Ended December 31 2012

OPERATING ACTIVITIES

Net income 26572

Adjustments to reconcile net income to net cash

provided by operating activities

Changes in

Receivable from clearing organization 3390
Net cash provided by operating activities 23182

INVESTING ACTIVITIES

Net cash provided by investing activities

FINANCING ACTIVITIES

Net cash provided by financing activities

NET INCREASE IN CASH 23182

CASH AT BEGINNING OF YEAR 62150

CASH AT END OF YEAR 85332

SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for

Interest

Income taxes

The accompanying notes are an integral part of these financial statements



PENATES GROUP INC

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31 2012

Note Nature of Operations and Summary of Significant Accounting Policies

Penates Group Inc the Company is an Corporation which was formed under the laws

of the State of Arizona on August 27 1997 Business operations began in October 1997
with operating revenue beginning in March 1998 The Company is licensed broker/dealer

operating in metropolitan Scottsdale Arizona registered with the Securities and Exchange
Commission the SEC and is member of the Financial Regulatory Authority FINRA
The Company limits its activity to selling mutual fund investments annuities and general

securities on fully-disclosed basis

The Company operates under the provisions of Paragraph d2ii of Rule 15c3-3 of the

Securities and Exchange Commission and accordingly is exempt from the remaining

provisions of that Rule Essentially the requirements of Paragraph k2ii provide that the

Company clear all transactions with and for customers on fully disclosed basis with

clearing broker/dealer and promptly transmit all customer funds and securities to the

clearing broker/dealer The clearing broker/dealer carries all of the accounts of such

customers and maintains and preserves all related books and records as are customarily

kept by clearing broker/dealer

Cash and Cash Equivalents

For the purpose of the statement of cash flows the Company considers all highly liquid

assets having maturity of three months or less to be cash equivalents

Securities Available for Sale

Securities available for sale consist of securities not classified as trading securities or as

securities to be held to maturity There were none at December 31 2012

Securities Transactions

Proprietary securities transactions commission revenue and related party expenses are

recorded on trade date basis Liabilities for trade date basis purchases of securities

represent obligations to the Companys clearing broker/dealer for transactions executed but

not yet settled



PENATES GROUP INC

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31 2012

Note Nature of Operations and 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 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 revenue and expenses during the reporting period Actual results could differ

significantly from those estimates

Income Taxes

The Company and its stockholders have elected to be taxed as an Corporation for income

tax purposes Under such election the Company is not subject to corporate income taxes

Instead the stockholders are liable for income taxes on their proportionate shares of the

Companys taxable income

Depreciation

Depreciation is provided on straight-line basis using estimated useful life of three years
Leasehold improvements are amortized over the lesser of the economic useful life of the

improvement or the term of the lease For the year ended December 31 2012 depreciation

expense was $0

Fair value of financial instruments

Fair value estimates discussed herein are based upon certain market assumptions and

pertinent information available to management as of December 31 2012 The respective

carrying value of certain on-balance-sheet financial instruments approximated their fair

values because they are short term in nature These financial instruments include cash
receivable from clearing organization deposit at clearing organization accrued revenues

receivables accounts payable and accrued expenses and related party accounts payable



PENATES GROUP INC

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31 2012

Note Net Capital Requirements

The Company is subject to the SEC 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 At December 31

2012 the Company had net capital of $87368 which was in excess of its required net

capital of $5000 The Companys ratio of aggregate indebtedness to net capital was 22%
at December 31 2012

Note Reserve Requirements

The Company is exempt from Securities and Exchange Commission Rule 15c3-3 under

Section k2ii and therefore is not required to make the periodic computation for

determination of reserve requirements and information relating to the possession and

control requirements under Rule 15c3-3

Note Off-Balance-Sheet Risk and Concentration of Credit Risk

As discussed in Note the Companys customers securities transactions are introduced

on fully disclosed basis with its clearing broker/dealer The clearing broker/dealer carries

all of the accounts of the customers of the Company and is responsible for execution

collection of and payment of funds and receipts and delivery of securities relative to

customer transactions Off-balance-sheet risk exists with respect to these transactions due

to the possibility that customers may be unable to fulfill their contractual commitments

wherein the clearing broker/dealer may charge any losses it incurs to the Company The

Company seeks to minimize this risk through procedures designed to monitor the credit

worthiness of its customers and that customer transactions are executed properly by the

clearing broker/dealer

Note Related Party Transactions

Under an expense sharing agreement an affiliated company Affiliate provides substantially

all of the general and administrative services to the Company Under the terms of the

agreement fifty percent of the common expenses are allocated to the Company which is

reasonable allocation basis directly based upon usage by the Company of the Affiliates

property personnel rent and other services These expenses are charged to the Company
on monthly basis and are recorded in the Companys financial statements For the year

ended December 31 2012 the Company was charged $21133 by the Affiliate As of

December 31 2012 the amount owed to the Affiliate for general and administrative services

was $0



PENATES GROUP INC

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31 2012

Note Subsequent Events

Management of the Company has evaluated all subsequent events through the date these

financial statements were available to be issued It has been determined that there are no

subsequent events that require disclosure

10



Penates Group Inc

Schedule Computation of Net Capital Under Rule 15c3-1

Of The Securities And Exchange Commission

December 31 2012

Stockholders equity per Statement of Financial Condition 95409

Less Total nonallowable assets 8041

Net Capital 87368

Aggregate indebtedness

items included in financial statements 19615

Basic net capital requirement 5000

Excess net capital 82368

Ratio aggregate indebtedness to net capital 22%

Net capital as reported in Companys Part II unaudited

FOCUS Report as of December 31 2012 78319

Audit adjustments

Reclassification of assets as allowable 15000

Reclassification of assets as nonatlowable 590Q
Additional accrued expenses 51

Net capital as of December 31 2012 87368

11



Penates Group Inc

Schedule Ill Computation For Determination of Reserve Requirements

and Information Relating to the Possession and Control

Requirements Under Rule 15c3-3

December31 2012

Penates Group Inc relies on Section K2ii of the Securities and Exchange

Commission Rule 5c3-3 to exempt them from the provisions of these rules

12



Stark Schenkein LLP
BUSINESS ADVISORS CPAs

Independent Auditors Report on Internal Control Required by
Rule 17a-5 of the Securities and Exchange Commission

To the Board of Directors

Penates Group Inc

In planning and performing our audit of the financial statements of Penates Group Inc the

Company as of and for the year ended December 31 2012 in accordance with auditing

standards generally accepted in the United States of America we considered the Companys
internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we
have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 7a-5g
in making the periodic computations of aggregate indebtedness or aggregate debits and net

capital under Rule 17a-3a11 and for determining compliance with the exemptive provisions

of Rule 15c3-3 Because the Company does not carry securities accounts for customers or

perform custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal

control and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs previously mentioned objectives Two of the objectives of internal control and

the practices and procedures are to provide management with reasonable but not absolute

assurance that assets for which the Company has responsibility are safeguarded against loss

from unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists

additional objeclives of the practices and procedures listed in the preceding paragraph

3600 South Yosemite Street Suite 600 Denver CO 80237 303.694.6700 IF 888.766.3985 IF 303.694.6761 www.starkcpas.com

An Independent Member of BKR International



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

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the companys financial

statements will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined 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

material inadequacy for such purposes Based on this understanding and on our study we
believe that the Companys practices and procedures as described in the second paragraph of

this report were adequate at December 31 2012 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors

management the SEC Financial Industry Regulatory Authority FINRA and other regulatory

agencies that rely on Rule 17a-5g under the Securities Exchange Act of 1934 in their

regulation of registered brokers and dealers and is not intended to be and should not be used

by anyone other than these specified parties

Denver Colorado

February 28 2013
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Stark Schenkein LLP
BUSINESS ADVISORS CPAs

Independent Accountants Report on the SIPC Annual Assessment
Required Under SEC Rule 17a-5

To the Board of Directors

Penates Group Inc

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have

performed the procedures enumerated below with respect to the accompanying Schedule of

Assessment and Payments Assessment Reconciliation Form SIPC-7 to the

Securities Investor Protection Corporation SIPC for the year ended December 31 2012 which

were agreed to by Penates Group Inc and the Securities and Exchange Commission Financial

Industry Regulatory Authority Inc and SIPC solely to assist you and the other specified parties
in evaluating Penates Group Inc.s compliance with the applicable instructions of the General

Assessment Reconciliation Form SIPC-7 Penates Group Inc.s management is responsible
for the Penates Group Inc.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 responsibiUty 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

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement records entriesnoting no differences

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

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers noting no differences

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
and

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

Denver Colorado

February 28 2013
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SECURITIES INVESTOR PRGTECTION CORPORATION

P.O Box 92185 WashingtOn D.C 20090-21 85

202-371-8300

General Assessment Reconciliation

For the fiscal year ended 20

Read carelully the instnlctiofls ri your Working Copy betore completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

address Designated Examining Authority 1934 Act registration no and month in which scat year ends for

idit requirement of SEC Rule 17a-5

Note If any of the informalon shown on the mailing fab

requires correction please
e-mail any corrections to

formslpC.Org and so indicate on the foim tiled

Name and telephone number of person to contact

respecting this form

Assessm4t balance due or overpayment

mputed on late payment see instruction tor__days at 20% per annum
Interest

Total
assssrncnt

balance and interest due or overpayment
carried forward

PAID WITh THIS FORM

Check enlosed payable to SIPC

Total mutt be same as above

73

give name and 1934 Act registration number

Less prioroverpaYment applied

LU

LU

ExcepUonS

submitting this form and lie

it is executed represent thereby

on contained herein is true correct

SIPC-7

33-REV 7/10

SIPC-7

33-REV 7/10

Name of Memb

purposes
of the

2.

0-

C-

General Asessnleflt item 2e from page

Less payfli

i-2
nt made with SIPC-6 flied exclude interest

ste Paid

i3

Overpayment carried forward

SubsidiarieS and predecessors
included in thin form

The SIPC memt

person by whom

that all informal

and complete

Dated the.t

This form and

tor period of

4f
_____

tJ t-2
Mamo Corp .aliOfl Pr or Ofla lent

tAuIhcr2 elprrrlrnn

day of
20 _________________-

lVlit

he assessment payment is due 60 days after the end of the fIsc1 year Retain the Working Copy of this form

not less than years the latest years in an easily accessible place

Dates

Pstrnarked

Calculation

Received Reviewed

Documentation
Forward Copy

Disposition of exceptions



DETERMINATION OF SIPC NET OPERATING REVENUES

AND GENERAL ASSESSMENT

CUS Line 12/Part IA Line Code 4030

rues lroni the securities business at subsidiaries except foreign subsidiaries and

ars not included above

am principal transactions in securities in iraihg accounts

oar principal
transactions fr commodities in rading accounts

id dividund expense deducted in determining tern 2a

nm management 01 or participation
in the underwriting

other than advertising printing registration
fees and teç

management of or participation
in underwriting or dish

oar securities in investment accounts

additions

2c Deductions

Revenue
trom the distribution of shures ci aragisfered open end

investarupt
trust tram the safe of variable annuities horn the bus

advisory orvlces
rendered to registered invstmentconnpanies or

accounts1 and Item transactions in security futures prducts

Revenue
trom commodity transactions

Cornmissons floor brokerage and clearance paid lx other SIPC

securihie transactions

Reimbursemects
for postage in connection with proxy solicitation

Net gain rem securities in investment accounts

100% at omrnissions and markups earned from transactions in certiticates of deposit and

ii Trea ury bills bankers acceptances or commercial paper tha mature ninemonths or less

train

isst1ance

date

Direct expenses at printing advertising and tgal lees incurred iniconneclion wIth other revenue

related the securities business revenue defined by Section 169L of the Act

Other reenue not related either directly or indirectly to the secu/itles business

See
tnsttuction

Item No

2a Total revenue FC

2b Additions

Total reve

predeces

Net toss

Net less

Interest

Net loss

Expenses

profit tel

Net toss

Tnt

Amounts fcr.jhe tisal period

beginning
20L

and ending /A2l 20L
Efiminate cenis

7- i/

distribution of securities

al fees deducted in determining net

bulion ot securities

investment company or unit

ness of insurance 1mm investment

Insurance company separate

embers in connection with

/c
7//

Line 13
Total interest and dividend expense FOCUS Line 22/PART II

Cod 4075 plus line 2b4 above but not in excess

at to at interest and dividend income

ii 40% of margin interest earned on customers securities

accoJnts

40% of FOCUS tine Code 3860

Enter

the greater at line or ii

Totaj deductions

2d SIPC Net Operthing Revenues

2e General Assessment .0025

to pope
lifw 2.A


