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OATH OR AFFIRMATION

TIM F. HOLDERBAUM

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

DPEC CAPITAL, INC. , as
of DECEMBER 31 ,2012 , 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:

= /[

s

Signature

CHIEF FINANCIAL OFFICER

OW %wm efete lTlt; 3

Notary Public CARAMARELUZZ
This report ** contains (check all applicable boxes): NOTA;:;#E{L'L% SJ %rf;_ggzgg;gs\( R
(a) FacingPage. - Qualified in Queens County
(b) Statement of Financial Condition. Commission Expires Oct. 9, 2016

(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 report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

HRE O ORRKDOERRSREK

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

ACCOUNTANTS A ADVISORS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
DPEC Capital, Inc.

Report on the Financial Statements

We have audited the accompanying statement of financial condition of DPEC Capital, Inc. (the
“Company”) as of December 31, 2012, and the related statements of operations, changes in stockholder’s
equity and cash flows for the year 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 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 auditor’s 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 Company’s
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 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 financial
statements.

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

MARCUMGROUP

MEMBER

Marcum LLp = 750 Third Avenue = 11th Floor = New York, New York 10017 = Phone 212.485.5500 = Fax 212.485.5501 = marcumlip.com



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of DPEC Capital, Inc. as of December 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.

The accompanying financial statements have been prepared assuming that the Company will continue as a
going concern. The Company incurred losses of $1,794,578 during the year ended December 31, 2012.
Cash used in operating activities was $1,058,143. In addition, based upon projected revenues and
expenses, the Company believes that it may not have sufficient funds to operate for the next twelve
months. These factors raise substantial doubt about the Company’s ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Note 2. The financial statements do
not include any adjustments that might result from the outcome of this uncertainty.

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The information contained in Schedules I, II and III is presented for purposes of additional analysis and is
not a required part of the 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
financial statements. The information in Schedules I, II and IIl 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 L, II and 11 is fairly stated in all material respects in relation to
the financial statements as a whole.

Naneun LLF

New York, NY
February 27, 2013



DPEC CAPITAL, INC.

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2012

Assets
Cash
Due from clearing broker
Advances and loans to registered representatives, net
Property and equipment, net '
Investment in affiliates
Prepaid expenses

Total Assets
Liabilities and Stockholder's Equity

Liabilities
Accounts payable and accrued expenses

Commitments and Contingencies

Stockholder's Equity
Common stock, $.01 par value; 1,000 shares authorized;
Additional paid-in capital
Accumulated deficit

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

$ 2,723
50,000

72,032

9,244
1,871,836
95,227

$ 1
10,587,352

(8,530,058)

52101062

$ 43,767
2,057,295
$ 2,101,062

The accompanying notes are an integral part of these financial statements.
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DPEC CAPITAL, INC.
STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2012

Revenues

Private equity and venture capital fees - related parties $ 1,407,281

Investment income - related parties (1,120,150)

Interest and other income 15,187
Total Revenues $ 302,318
Expenses

Salaries and related costs 419,338

Clearing, commissions and related costs 1,109,806

Occupancy and communication 110,946

Business development 160,388

Professional fees 164,755

Other expenses 131,663
Total Expenses - 2,096,896
Net Loss $ (1,794,578)

The accompanying notes are an integral part of these financial statements.
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DPEC CAPITAL, INC.
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2012

Additional
Common Stock Paid-In Accumulated
Shares Amount Capital Deficit Total

Balance - Beginning 100 §$ 1 § 9,474,069 $ (6,735,480) $ 2,738,590

Capital contributions from Parent - - 1,030,000 - 1,030,000

Stock-based compensation -- -- 83,283 -- 83,283

Net loss -- - - (1,794,578) (1,794,578)
Balance - Ending 100 $ 1 $10,587,352 §$ (8,530,058) $ 2,057,295

The accompanying notes are an integral part of these financial statements.
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DPEC CAPITAL, INC.
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2012

Cash Flows from Operating Activities
Net loss $ (1,794,578)
Adjustments to reconcile net loss to net cash
used in operating activities:

Non-cash commission income $ (556,983)
Non-cash commission allocated to registered 527,771
Unrealized investment losses 1,120,150
Provision for uncollectible advances and loans
to registered representatives (252,546)
Stock-based compensation 83,283
Prepaid compensation amortization 12,008
Depreciation and amortization 8,912
(Increase) decrease in assets:
Advances and loans to registered representatives (132,620)
Receivable from Parent 14
Prepaid expenses (77,297)
Increase in liabilities:
Accounts payable and accrued expenses 3,743
Total Adjustments 736,435
Net Cash Used in Operating Activities (1,058,143)
Cash Provided by Financing Activities
Capital contributions from Parent 1,030,000
Net Decrease in Cash (28,143)
Cash - Beginning of year 30866
Cash - End of year $ 2,723

Supplemental Disclosures of Cash Flow Information:

Interest expense $ --
Income taxes $

Non-Cash Financial and Investment Activities:

Receipt of investment to satisfy loan obligations $ 1,785,060

The accompanying notes are an integral part of these financial statements.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 1 - ORGANIZATION

DPEC Capital, Inc. (the “Company") was incorporated on February 9, 2001 in the state of
Delaware. The Company is a broker-dealer registered with the Financial Industry
Regulatory Authority (“FINRA™), the Securities and Exchange Commission (“SEC”) and
the Securities Investor Protection Corp (“SIPC”) and clears its securities transactions on a
fully disclosed basis with another broker-dealer. The Company provides brokerage
securities trading; private equity and venture capital investments; and advisory and other
financial services to customers. There were no liabilities subordinated to the claims of
creditors during the period ended December 31, 2012. '

The Company is a wholly-owned subsidiary of Algodon Wines & Luxury Development
Group, Inc. (“Parent”, formerly known as Diversified Private Equity Corp.). The Company,
in its normal course of business, enters into and may be a party to private equity
transactions with its Parent and certain related affiliates (see Notes 7 and 14).

NOTE 2 - GOING CONCERN AND MANAGEMENT’S LIQUIDITY PLANS

The accompanying financial statements have been prepared on a going concern basis,
which contemplates the realization of assets and the satisfaction of liabilities in the normal
course of business. The financial statements do not include any adjustments relating to the
recoverability and classification of asset amounts or the classification of liabilities that
might be necessary should the Company be unable to continue as a going concern. The
Company incurred losses of $1,794,578 during the year ended December 31, 2012. Cash
used in operating activities was $1,058,143 for the year ended December 31, 2012. In
addition, based upon projected revenues and expenses, the Company believes that it may
not have sufficient funds to operate for the next twelve months. The aforementioned factors
raise substantial doubt about the Company’s ability to continue as a going concern.

The Company needs to raise additional capital in order to be able to accomplish its business
plan objectives. The Company has historically satisfied its capital needs primarily from
capital contributions from its Parent, which in turn has relied on the sale of equity and debt
securities. This Company received capital contributions of $1,030,000 from its Parent for
the year ended December 31, 2012. Management of the Parent is continuing its efforts to
secure additional funds through the issuance of equity instruments. Management believes
that it will be successful in obtaining additional financing; however, no assurance can be
provided that the Company will be able to do so. There is no assurance that these funds will
be sufficient to enable the Company to attain profitable operations or continue as a going
concern. To the extent that the Company is unsuccessful, the Company may need to curtail
its operations and implement a plan to extend payables and reduce overhead until sufficient
additional capital is raised to support further operations. There can be no assurance that
such a plan will be successful. These financial statements do not include any adjustments
that might result from the outcome of this uncertainty.



DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
PRIVATE EQUITY AND VENTURE CAPITAL

Private equity and venture capital revenues include fees earned from providing venture
capital and private equity investments. These fees are recorded at the date on which the
offering’s contingencies have been satisfied, funds are released from escrow and fees are
earned.

Fees earned can include cash and securities, including warrants. Warrants are recorded as
private equity and venture capital fees on the grant date based on the grant date fair value.
For each financial reporting period, the warrants are revalued and any gain or loss is
recognized as investment income (loss). The Company uses the Black-Scholes method to
estimate the fair value of the warrants.

STOCK-BASED COMPENSATION

The Company is required to measure the cost of services received in exchange for an award
of equity instruments based on the fair value of the award. For employees and directors, the
award is measured on the grant date and for non-employees, the award is generally
premeasured on interim financial reporting dates until the service period is complete. The
fair value amount is then recognized over the period during which services are required to
be provided in exchange for the award, usually the vesting period.

PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost. Depreciation is calculated using the straight-
line method based on the estimated seven-year useful lives of the related assets. Leasehold
improvements are amortized using the straight-line method over the shorter of the estimated
useful lives of the assets or the terms of the leases. Maintenance and repairs are charged to
expense as incurred; costs of major additions and betterments that extend the useful life of
the asset are capitalized. When assets are retired or otherwise disposed of, the costs and
related accumulated depreciation or amortization are removed from the accounts and any
gain or loss on disposal is recognized.



DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

CONCENTRATIONS OF CREDIT RISK

The Company is engaged in providing a broad range of securities brokerage and investment
services to a diverse group of private investors, as well as corporate finance and investment
banking services to corporations and businesses. The Company uses a clearing broker to
process transactions and maintain customer accounts on a fee basis for the Company. The
Company permits the clearing firms to extend credit to its clientele secured by cash and
securities in the client’s account. The Company’s exposure to credit risk associated with the
non-performance by its customers and counterparties in fulfilling their contractual
obligations can be directly impacted by volatile or illiquid trading markets, which may
impair the ability of customers and counterparties to satisfy their obligations to the
Company. The Company has agreed to indemnify the clearing broker for losses they incur
while extending credit to the Company’s clients. The maximum potential amount for future
payments that the Company could be required to pay under this indemnification cannot be
estimated. However, the Company believes that it is unlikely it will have to make any
material payments under these arrangements and has not recorded any contingent liability
in the financial statements for this indemnification. It is the Company’s policy to review, as
necessary, the credit standing of its customers and each counterparty. Amounts due from
customers that are considered uncollectible by the clearing broker are charged back to the
Company by the clearing broker when such amounts become determinable.

The Company places its cash deposits with major financial institutions. At times, cash may
be uninsured or in deposit accounts that exceed the Federal Deposit Insurance Corporation
(“FDIC”) insurance limit. At December 31, 2012, all of the Company’s cash is held at one
financial institution.

PREPAID COMPENSATION

Loans are given to certain registered representatives as an incentive for their affiliation with
the Company. The registered representatives sign an agreement with the Company which
specifies that portions of the loan will be forgiven on specific dates over a specified term,
typically up to a five-year period. The loan is then amortized on a straight-line basis, which
is included in clearing, commissions and related costs in the accompanying statement of
operations. In the event a registered representative’s affiliation with the Company
terminates prior to the fulfillment of their contract, the registered representative is required
to repay the unforgiven balance and the related accrued interest (rates up to 2% currently).



DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

PREPAID COMPENSATION (CONTINUED)

The Company considers establishing an allowance for uncollectible amounts to reflect the
amount of loss that can be reasonably estimated by management. Determination of the
estimated amount of uncollectible loans includes consideration of the amount of credit
extended, the affiliation status and the length of time each receivable has been outstanding,
as it relates to each individual registered representative. As of December 31, 2012, the
Company had $65,000 of unforgiven principal balances with two registered representatives,
$10,917 of accumulated amortization (all 2012 amortization) and no reserve for potential
non-collection.

ADVANCES AND LOANS TO REGISTERED REPRESENTATIVES

Advances and loans to registered representatives represent short-term loans to registered
representatives of the Company. The Company has the right to recover such advances from
other monies owed to the registered representatives in the ordinary course of business. The
determination of the uncollectible accounts is based on the amount of credit extended, the
length of time each receivable has been outstanding and future compensation prospects, as
it relates to each individual registered representative. The allowance for uncollectible
amounts reflects the amount of loss that can be reasonably estimated by management and is
included as part of commissions, clearing and related costs in the accompanying statement
of operations. As of December 31, 2012, the Company has reserved approximately
$141,000 for any potential non-collection.

ADVERTISING COSTS

Advertising costs are expensed as incurred. Advertising costs, which are included in
business development in the accompanying statement of operations, were deemed to be
nominal during the reporting period.

INCOME TAXES

The Company accounts for income taxes under the liability method, which requires the
recognition of deferred tax assets and liabilities for both the expected impact of differences
between the financial statements and tax basis of assets and liabilities and for the expected
future tax benefit to be derived from tax loss and tax credit carry forwards. The Company
additionally establishes a valuation allowance to reflect the likelihood of realization of
deferred tax assets.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
USE OF ESTIMATES

The preparation of the 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 the disclosure
of contingent assets and liabilities at the date of the financial statements, as well as the
reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

RECENTLY ISSUED ACCOUNTING STANDARDS

In May 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting
Standards Update (“ASU”) No. 2011-04, Fair Value Measurement (Topic 820). This
updated accounting guidance establishes common requirements for measuring fair value
and for disclosing information about fair value measurements in accordance with U.S.
GAAP and International Financial Reporting Standards (“IFRS”). This guidance includes
amendments that clarify the intent about the application of existing fair value measurements
and disclosures, while other amendments change a principle or requirement for fair value
measurements or disclosures. The guidance provided by this update becomes effective for
interim and annual periods beginning on or after December 15, 2011. The adoption of this
standard did not have a material impact on the Company’s financial position or results of
operations.

Other accounting standards that have been issued or proposed by the FASB or other
standards-setting bodies that do not require adoption until a future date are not expected to
have a material impact on the Company’s financial statements upon adoption.

NOTE 4 - DUE FROM CLEARING BROKER

Due from clearing broker represents amounts due from the clearing organization consisting
primarily of cash deposits in accordance with the clearing arrangement with the Company’s
clearing broker. The Company incurred charges of approximately $12,000 for the year
ended December 31, 2012, which are a component of commissions, clearing and related
costs in the accompanying statement of operations.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 5 - ADVANCES AND LOANS TO REGISTERED REPRESENTATIVES

As of December 31, 2012, the Company has net outstanding advances and loans to
registered representatives of $72,032. The total net balance consists of the following:

Advances and loans to registered representatives $213,206
Allowance for uncollectible amounts (141,174)
Total $ 72,032

In April 2012, the Company entered into agreements to purchase $1,785,060 of investments
in affiliates from five employees and one former employee. The proceeds were applied in a
non-cash transaction such that it reduced the employees’ and former employee’s loans and
advances owed to the Company.

During 2012, the Company reversed $341,834 of the allowance and the credit was reflected
within commissions, clearing and related costs in the accompanying statement of
operations.

NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment, net, at December 31, 2012, consists of the following:

Furniture and fixtures $62,396
Less: accumulated depreciation and amortization (53.152)
Property and Equipment, Net $ 9,244

Depreciation and amortization expense for the year ended December 31, 2012 was $8,912,
and are included in occupancy and communication in the accompanying statement of
operations.

NOTE 7 - INVESTMENT IN AFFILIATES

Investment in affiliates, at December 31, 2012, consisted of the following:

Investments in warrants of affiliates, not readily marketable $ 362,455
Investment in affiliates, not readily marketable 1,509,381
Total Investment in Affiliates $1.871.836
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 7 - INVESTMENT IN AFFILIATES (CONTINUED)

The investments in not readily marketable securities represent equity instruments of private
companies recorded as investments at fair value. The warrants were received as a
component of our fees for services rendered at fair value.

NOTE 8 - FAIR VALUE MEASUREMENTS

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. In determining
fair value, the Company often utilizes certain assumptions that market participants would
use in pricing the asset or liability, including assumptions about risk and/or the risks
inherent in the inputs to the valuation technique. These inputs can be readily observable,
market corroborated, or developed by the Company. The fair value hierarchy ranks the
quality and reliability of the information used to determine fair values. Financial assets and
liabilities carried at fair value are classified and disclosed in one of the following three
categories:

e Level 1 - Valued based on quoted prices at the measurement date for identical assets
or liabilities trading in active markets. Financial instruments in this category
generally include actively traded equity securities.

e Level 2 - Valued based on (a) quoted prices for similar assets or liabilities in active
markets; (b) quoted prices for identical or similar assets or liabilities in markets that
are not active; (c¢) inputs other than quoted prices that are observable for the asset or
liability; or (d) from market corroborated inputs. Financial instruments in this
category include certain corporate equities that are not actively traded or are
otherwise restricted.

e Level 3 - Valued based on valuation techniques in which one or more significant
inputs is not readily observable. Included in this category are certain corporate debt
instruments, certain private equity investments, and certain commitments and
guarantees.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 8 - FAIR VALUE MEASUREMENTS (CONTINUED)

As of December 31, 2012:

Securities Owned

at Fair Value Level 1 Level 2 Level 3 Total

Warrants - affiliates - -- 362,455 362,455

Investments - affiliates - - 1,509,381 1,509,381

Total -- R 1,871,836 1,871,836
A reconciliation of Level 3 assets is as follows:

Warrants Investments

Balance - January 1, 2012 $ 523,122 $ 654,592

Received/purchases/issuances 556,983 1,785,060

Allocated to employees as compensation (527,771) -

Unrealized loss (189.879) (930,271)
Balance - December 31, 2012 $ 362,455 $1,509,381

Accumulated Unrealized Losses Related to

Securities Held at December 31, 2012 $(165,455) $ (525,692)

The fair value of the warrants was determined based on the Black-Scholes model, which
requires the input of highly subjective assumptions, including the expected share price
volatility. Given that such shares were not publicly-traded, the Company developed an
expected volatility figure based on a review of the historical volatilities, over a period of
time, of similarly positioned public companies within the industry.

It is the Company’s policy to distribute part or all of the warrants it receives to registered
representatives or other employees who provided investment banking services. The total
compensation expense (fair value) recorded related to these distributed warrants was
$527,771 in 2012, which is a component of commissions, clearing and related costs in the
accompanying statement of operations. These warrants had been earned through serving as

- placement agent on various private placement offerings.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 9 - INCOME TAXES

The accounts of the Company are included in the consolidated income tax returns filed by
its Parent. The Company computes its tax accounts as if it were a separate entity.

As of December 31, 2012, the Company had approximately $2,088,000 of federal and state
net operating loss (“NOL”) carryovers available to offset future taxable income. These
NOLs, if not utilized, begin expiring in 2022. In accordance with Section 382 of the
Internal Revenue Code, deductibility of the Company’s NOLs may be subject to an annual
limitation in the event of a change of control. The Company performed a preliminary
evaluation as to whether a change of control has taken place and concluded that a change of
control occurred in June, 2012. Based on this analysis, it was determined that the
Company’s NOLs incurred through June 2012 are subject to an annual limitation of
$80,109. The Company’s deferred tax asset related to its NOLs has been impaired by
$2,231,940 due to this limitation since they will expire unused.

At December 31, 2012, the Company’s deferred tax assets (liabilities) consisted of the
effects of temporary differences attributable to the following:

Deferred Tax Assets: Amount
Net operating loss carryovers $ 947,000
Excess of tax over book basis of investments 238,000
Non-deductible stock-based compensation 235,000
Allowance for uncollectible advances and loans 64,000
Prepaid compensation 5,000

1,489,000

Total deferred tax assets (1,325,000)

Valuation allowance
Deferred tax assets, net of valuation allowance 164,000

Deferred Tax Liabilities:

Excess of book over tax basis of warrants (164.000)
Net Deferred Tax Asset (Liabilities) $ --
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 9 - INCOME TAXES (CONTINUED)

The income tax provision (benefit) consists of the following for the year ended December

31,2012:
Current:
Federal $ --
State and local --
Deferred:
Federal 1,089,000
State and local 363,000
1,452,000
Change in valuation allowance (1.452.000)
Income Tax Provision $ -

A reconciliation of the statutory federal income tax rate to the Company’s effective tax rate
for the year ended December 31, 2012 is as follows:

Tax at federal statutory rate (34.00%
State and local income taxes, net of federal benefit (11.3)
Section 382 NOL impairment 124.4
Other permanent differences 1.8
Decrease in valuation allowance (80.9)
Effective Income Tax Rate _0.0%

Deferred income taxes reflect the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. In assessing the realization of deferred tax assets,
management considers whether it is more likely than not that some portion or all of the
deferred tax assets will not be realized. The ultimate realization of deferred tax assets is
dependent upon the generation of future taxable income during the periods in which
temporary differences representing net future deductible amounts become deductible. ASC
740 - "Income Taxes" requires that a valuation allowance be established when it is "more
likely than not" that all, or a portion of, deferred tax assets will not be realized. A review of
all available positive and negative evidence needs to be considered, including a company's
performance, the market environment in which the company operates, the length of carry-
back and carry-forward periods, and expectations of future profits.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 9 - INCOME TAXES (CONTINUED)

The Company believes that significant uncertainty exists with respect to future realization
of the deferred tax assets and has therefore established a full valuation allowance as of
December 31, 2012. For the year ended December 31, 2012, the deferred tax asset valuation
allowance decreased by approximately $1,452,000.

The Company evaluated the provisions of ASC 740 related to the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements. ASC 740
prescribes a recognition threshold and a measurement attribute for the financial statement
recognition and measurement of tax positions taken or expected to be taken in a tax return.
For those benefits to be recognized, a tax position must be more-likely-than-not to be
sustained upon examination by taxing authorities. Differences between tax positions taken
or expected to be taken in a tax return and the benefit recognized and measured pursuant to
the interpretation are referred to as "unrecognized benefits". A liability is recognized (or
amount of net operating loss carry forward or amount of tax refundable is reduced) for an
unrecognized tax benefit because it represents an enterprise's potential future obligation to
the taxing authority for a tax position that was not recognized as a result of applying the
provisions of ASC 740. As of December 31, 2012, no liability for unrecognized tax benefits
was required to be recorded. The Company’s federal and state income tax returns for the tax
years after 2008 remain open for examination by federal and state tax authorities.

NOTE 10 - NET CAPITAL REQUIREMENTS

The Company, as a registered broker-dealer, is subject to the SEC’s Uniform Net Capital
Rule 15¢3-1 that requires the maintenance of minimum net capital. This requires that the
Company maintain minimum net capital of $5,000 and requires that the ratio of aggregate
indebtedness, as defined, to net capital, shall not exceed 15 to 1.

As of December 31, 2012, the Company’s net capital exceeded the requirement by $3,956.

The Company had a percentage of aggregate indebtedness to net capital of approximately
489% as of December 31, 2012.

Advances, dividend payments and other equity withdrawals are restricted by the regulations
of the SEC, and other regulatory agencies are subject to certain notification and other
provisions of the net capital rules of the SEC. The Company qualifies under the exemptive
provisions of Rule 15¢3-3 as the Company does not carry security accounts for customers
or perform custodial functions related to customer securities.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 11 - STOCKHOLDER’S EQUITY
STOCK OPTION PLANS

The Parent’s 2008 Equity Incentive Plan (the “Plan”) was approved by the Parent’s Board
on September 2, 2008, and was amended on January 18, 2011 and September 14, 2012 to
provide for grants to purchase up to an aggregate of 9,000,000 shares. The Plan permits the
granting of incentive and non-qualified stock options, restricted and unrestricted stock,
performance awards, loans and grants. Under the Plan, (1) awards may be granted to
employees, consultants, independent contractors, officers and directors; (2) the maximum
term of any award shall be ten years from the date of grant; (3) the exercise price of any
award shall not be less than the fair value on the date of grant.

STOCK OPTION GRANTS

On January 13, 2012, the Company’s Parent granted options to purchase 50,000 shares of
common stock at an exercise price of $3.85, to an employee of the Company pursuant to the
2008 Equity Incentive Plan. The option expires after five years. The $78,472 grant date fair
value is being amortized over the four year vesting period.

During the year ended December 31, 2012, the Company recognized compensation expense
related to stock option grants of $52,881 to registered representatives, which is a
component of commissions, clearing and related costs in the accompanying statement of
operations. As of December 31, 2012, there was $436,695 of unrecognized stock-based
compensation expense related to stock option grants that will be amortized over a weighted
average period of 2.59 years.

The Company has computed the fair value of options granted using the Black-Scholes
option pricing model. Forfeitures are estimated at the time of valuation and reduce expense
ratably over the vesting period. This estimate will be adjusted periodically based on the
extent to which actual forfeitures differ, or are expected to differ, from the previous
estimate, when it is material. The expected term of options granted represents the estimated
period of time that options granted are expected to be outstanding were estimated based
upon the “simplified” method for “plain-vanilla” options. Given that the Company’s shares
are not publicly traded, the Company developed an expected volatility figure based on a
review of the historical volatilities, over a period of time, of similarly positioned public
companies within its industry. The risk-free interest rate was determined from the implied
yields from U.S. Treasury zero-coupon bonds with a remaining term consistent with the
expected term of the options.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 11 - STOCKHOLDER’S EQUITY (CONTINUED)
STOCK OPTION GRANTS (CONTINUED)

In applying the Black-Scholes option pricing model at grant date, the Company used the
following weighted average assumptions:

Risk free interest rate 0.46%
Expected term (years) 3.61
Expected volatility 66.00%
Expected dividends --
Forfeiture rate : 5.00%

~ The weighted average estimated grant date fair value of the stock option granted during the
year ended December 31, 2012 was $1.57 per share.

A summary of options activity during the year ended December 31, 2012 is presented

below:
Weighted
Weighted Average
Average  Remaining
Number of Exercise = Contractual Intrinsic
Options Price Term Value
Balance - December 31, 2011 737,409 $4.59
Granted ' 50,000 3.85
Exercised - -
Forfeited (261,343) 4.23
Cancelled -- --
Balance - December 31, 2012 526,066 $4.70 32 $ -
Exercisable - December 31, 2012 209,660 $5.99 2.5 -
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 11 - STOCKHOLDER’S EQUITY (CONTINUED)

STOCK OPTION GRANTS (CONTINUED)

The following table presents information related to stock options at December 31, 2012:

Options Outstanding Options Exercisable
Weighted
Average
Exercise Number of Remaining Life Number of
Price Options In Years Options
$3.85 437,500 3.5 121,094
7.30 71,660 0.9 71,660
8.03 7,710 23 7,710
14.60 1,714 23 1,714
24.08 7.482 1.0 7.482
226,066 2.0 209,660
CAPITAL CONTRIBUTION

The Company’s Parent contributed an aggregate of $1,030,000 of capital to the Company
during the year ended December 31, 2012.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

LITIGATION

The Company is subject to legal proceedings and claims arising from the ordinary course of
its business. In the opinion of management, the aggregate liability, if any, with respect to
such actions, will not have a material adverse effect on the financial condition or result of
operations of the Company.

The partial settlement in May 2007 of a securities industry (FINRA) enforcement case first
brought in 2004 left a few charges unresolved, principally, whether Company CEO Scott
Mathis inadvertently or willfully failed to properly disclose the existence of certain federal
tax liens on his Form U4 (the securities industry registration form) during the years 1996-
2002. In December 2007, the FINRA Office of Hearing Officers (“OHO”) held that
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 131, 2012

NOTE 12 - COMMITMENTS AND CONTINGENCIES (CONTINUED)
LITIGATION (CONTINUED)

Mr. Mathis negligently failed to make certain disclosures on his Form U4 concerning
personal tax liens, and willfully failed to make other required Form U4 disclosures
regarding those tax liens. (All of the underlying tax liabilities were paid in 2003 so the liens
were released in 2003.) Mr. Mathis received a three-month suspension, and a $10,000 fine
for the lien nondisclosures. With respect to other non-willful late Form U4 filings relating
to two customer complaints, he received an additional 10-day suspension (to run
concurrently) plus an additional $2,500 fine. The suspension was completed on September
4,2012, and all fines have been paid.

Mr. Mathis has never disputed that he failed to make or timely make these disclosures on
his Form U4; he only disputed the willfulness finding. He appealed the decision (principally
with respect to the willfulness issue) to the FINRA National Adjudicatory Council
(“NAC”). In December 2008, NAC affirmed the OHO decision pertaining to the “willful”
issue, and slightly broadened the finding. Thereafter, Mr. Mathis appealed the NAC
decision to the Securities and Exchange Commission and thereafter to the U.S. Court of
Appeals. In each instance, the decision of the NAC was affirmed.

Under FINRA’s rules, the finding that Mr. Mathis was found to have acted willfully subjects
him to a “statutory disqualification.” This means that he might no longer be permitted to
continue to work in the securities industry. In September 2012, Mr. Mathis submitted to
FINRA an application on Form MC-400 in which he sought permission to continue to work
in the securities industry notwithstanding the fact that he is subject to a statutory
disqualification. A decision on that application is expected in the first or second quarter of
2013. If such application is not successful, Mr. Mathis may be required to cease working for
the Company which could have a material adverse effect on the Company.

The Company is a named defendant or respondent in only one pending litigation or
arbitration. In that case, initially brought in a New York State court, the plaintiff who is the
widow of a former DPEC Capital customer sued a DPEC Capital registered representative
and DPEC Capital, alleging that defendants improperly invested the customer’s money
(while he was alive) in “volatile stocks™” after representing that they would invest those
funds in conservative investments. Plaintiff seeks damages of $385,945 plus interest from
July 1, 2007. In April 2012, the Court granted defendants’ motion to stay the court case and
require plaintiff to proceed in arbitration, and the case is now proceeding before the FINRA
Office of Dispute Resolution. The Company is vigorously defending all charges of
misconduct. As of December 31, 2012, the Company had not accrued any amounts in
connection with this matter.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 13 - BENEFIT CONTRIBUTION PLAN

The Company’s Parent sponsors a 401(k) profit sharing plan that covers substantially all of
its employees, including employees of DPEC Capital, Inc. The plan provides for a
discretionary annual contribution, which is allocated in proportion to compensation. In
addition, each participant may elect to contribute to the Plan by way of a salary deduction.

A participant is always fully vested in their account, including the Company’s contribution.
For the year ended December 31, 2012, the Company recorded a charge of approximately
$30,401 for the 2012 contribution. This charge has been included as a component of
commissions, clearing and related costs in the accompanying statement of operations and is
also a component of stockholder’s equity. The Parent will issue shares of its common stock
to settle this obligation.

NOTE 14 - RELATED PARTY TRANSACTIONS

The Company maintains equity investments in its Parent (indirectly) and certain affiliated
companies, some of which were earned, pursuant to placement agency or settlement
agreements. In addition, the Company periodically maintains receivable (payable) balances
with its Parent and certain Affiliates. See Note 7 for additional details.

During the year ended December 31, 2012, the Company’s Parent contributed a total of
$1,030,000 as additional paid-in capital. See Note 11 for additional details.

During the year ended December 31, 2012, the Company recorded $1,407,281 of private
equity and venture capital fees arising from private placement transactions on behalf of
certain affiliated companies pursuant to placement agency agreements. These revenues
were generated from two entities, which represented 21% and 79% of private equity and
venture capital fees during the year ended December 31, 2012, respectively. Of the total
amount arising from affiliated companies, $850,298 represents cash fees and $556,983
represents fees in the form of warrants, which were recorded at fair market value as of the
grant date using the Black-Scholes model. See Note 8 for additional details.

The Company entered into an agreement to pay its Parent a monthly amount to cover
shared expenses based on estimated usage to cover office space, support staff and other
operating expenses. Included in salaries and related costs, occupancy and communication,
business development and other expenses in the accompanying statement of operations are
$397,700 for charges paid to its Parent.
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DPEC CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2012

NOTE 15 - REVENUE CONCENTRATION

The Company considers significant revenue concentrations to be customers or employees
who account for 10% or more of the total revenues generated by the Company during the
period. The Company had two active employees who accounted for 63% and 11% of
private equity and venture capital fees. The Company had one client who accounted for
60% of private equity and venture capital fees.

NOTE 16 - SUBSEQUENT EVENTS

For the period from January 1, 2013 through the date of the report, the Company’s Parent
contributed a total of $160,000 as additional paid-in capital in 2013.

On January 13, 2013, pursuant to an employment agreement, the Company’s Parent granted
a five-year option to purchase 50,000 shares of common stock at an exercise price of $2.48
to an employee of the Company, pursuant to the 2008 Equity Incentive Plan. The $45,200
grant date value is being amortized ratably over the four year vesting period.

Management has evaluated all subsequent events to determine if events or transactions

occurring through the date the financial statements were available to be issued require
adjustment to or disclosure in the financial statements.
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DPEC CAPITAL, INC.

SCHEDULE I

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2012

Stoeckholder's Equity
Deductions
Advances and loans to registered representatives, net
Property and equipment, net
Investment in affiliates
Prepaid expenses

Non-allowable Deductions
Net Capital

Aggregate Indebtedness

A. Minimum Net Capital Required
(6 2/3% of Aggregate Indebtedness)

B. Minimum Dollar Net Capital Required
Net Capital Required (Greater of A or B)
Excess of Net Capital over Requirement

Percentage of Aggregate Indebtedness to Net Capital

$ 72,032
9,244
1,871,836

95,227

$ 2,057,295

2,048,339
$ 8,956
$ 43,767
$ 2,918
$ 5,000
$ 5,000
$ 3,956

489%

See independent auditors' report.
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SCHEDULE I

DPEC CAPITAL, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION (CONTINUED)

DECEMBER 31, 2012

Reconciliation of Net Capital Computation:

Unaudited Balances - Original FOCUS
(Form X-17A-5 Part IIA filed on
January 25, 2013)

Audit Adjustments:

Accounts payable (a)
Prepaid expenses (b)

Audited Balances - Per this report

Stockholder's  Non-Allowable
Equity Assets Net Capital
$ 2,136,460 $ 2,125238 $ 11,222
(2,266) - (2,266)
(76,900) (76,900) -
$ 2057294 § 2048338 § 8,956

(a) SIPC-7 assessment balance was not accrued as of December 31, 2012.
(b) Prepaid compensation and related amortization was not expensed as of December 31, 2012.

See independent auditors’ report.
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SCHEDULE II

DPEC CAPITAL, INC.

COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2012

The Company claims exemption from the requirements of Rule 15¢3-3, under Section (k)(2)(i)
of the Rule.

See independent auditors' report.
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SCHEDULE III

DPEC CAPITAL, INC.

INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2012

The Company claims exemption from the requirements of Rule 15¢3-3, under Section (k)(2)(1)
of the Rule.

See independent auditors' report.
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ACCOUNTANTS a ADVISORS

REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM ON INTERNAL CONTROL
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17a-5

To the Stockholder of
DPEC Capital, Inc.

In planning and performing our audit of the financial statements of DPEC Capital, 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 Company’s internal control over financial reporting
(internal control) as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Company’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by the Company including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry
securities accounts for customers or perform custodial functions relating to customer securities, we did
not review the practices and procedures followed by the Company in any of the following:

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 previously mentioned objectives.

Two of the objectives of internal control and the practices and procedures are to provide management
with reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A significant deficiency is a deficiency, or 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 financial statements will not be
prevented, or detected and corrected, on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined previously.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchanges Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures,
as described in the second paragraph of this report, were adequate at December 31, 2012, to meet the
SEC’s objectives. '

This report is intended solely for the information and use of the stockholder, management, the SEC, the
Financial Industry Regulatory Authority, and other regulatory agencies that rely on Rule 17a-5(g) under

the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

Nreun LLP

New York, NY
February 27, 2013
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