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Report of Independent Registered Public Accounting Firm

To the board of directors and stockholders of KA Associates Inc

We have audited the accompanying statement of financial condition of KA Associates Inc the Company
as of June 30 2014 The statement of financial condition is the responsibility of the Companys

management Our responsibility is to express an opinion on the statement of financial condition based on

our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board United States 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 includes

examining on test basis evidence supporting the amounts and disclosures in the financial statement An
audit also includes assessing the accounting principles used and significant estimates made by management
as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the statement of financial condition referred to above present fairly in all material respects

the financial condition of KA Associates Inc at June 30 2014 in conformity with accounting principles

generally accepted in the United States of America

Emphasis ofMatter

As described in Note to the statement of financial condition the Company has restated its 2013 statement

of financial condition as of June 30 2013 from the amounts previously reported on by other auditors We
also have audited the restatement to the 2013 statement of financial condition to correct for errors as

described in Note In our opinion such adjustments are appropriate and have been properly applied As the

prior period statement of financial condition has not been presented herein the restatement has been

effected as an adjustment to the July 2013 beginning stockholders equity and beginning of year cash at

broker balances Our opinion is not modified with respect to this matter

ILp

August 29 2014

PricewaterhouseCoopers LLP 6015 Figueroa St Floor Los Angeles CA 90017

2133566000 813 637-4444 www.pwc.com/us
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Assets

Cash at broker 42663
Investment in limited partnership at fair value 940946

Commissions receivable 5594

Prepaid expenses 7040
Due from related party 4000

1000243

Liabilities and Stockholders Equity

Liabilities

Due to related party 36679
Accrued expenses 3317

Total liabilities 39996

Stockholders equity

Common stock no par value authorized

issued and outstanding 7225 shares 219285

Retained earnings 740962

Total stockholders equity 960247

1000243

The accompanying notes are an integral part of this financial statement
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Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

KA Associates Inc the Company is corporation organized under the laws of the state of

Nevada on January 25 1993 The Company is registered broker-dealer under the Securities

Exchange Act of 1934 and is memberof the Financial Industry Regulatory Authority FINRA
The Company is an introducing broker dealer and clears its securities transactions on fully

disclosed basis with clearing broker

Basis of Presentation

The financial statement has been prepared in conformity with accounting principles generally

accepted in the United States of America GAAP

Revenue Recognition

Commission and interest sharing revenue and related clearing charges on customers introduced

trades and accounts are recorded on an accrual basis of accounting Syndicate revenues are

recorded on trade date basis and when the income is reasonably determinable

Fair Value Definition and Hierarchy

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

i.e the exit price in an orderly transaction between market participants at the measurement

date

In determining fair value the Company uses various valuation approaches fair value hierarchy

for inputs is used in measuring fair value that maximizes the use of observable inputs and

minimizes the use of unobservable inputs by requiring that the most observable inputs are to be

used when available Observable inputs are those that market participants would use in pricing the

asset or liability
based on market data obtained from sources independent of the Company

Unobservable inputs reflect the Companys assumptions about the inputs market participants

would use in pricing the asset or liability developed based on the best information available in the

circumstances The fair value hierarchy is categorized into three levels based on the inputs as

follows

Level Valuations based on unadjusted quoted prices in active markets for identical assets or

liabilities that the Company has the ability to access Valuation adjustments are not

applied to Level securities Since valuations are based on quoted prices that are

readily and regularly available in an active market valuation of these securities does

not entail significant degree of judgment

Level Valuations based on quoted prices in markets that are not active or for which all

significant inputs are observable either directly or indirectly

Level Valuations based on inputs that are unobservable and significant to the overall fair

value measurement

The availability of valuation techniques and observable inputs can vary from security to security

and is affected by wide variety of factors including the type of security whether the security is

new and not yet established in the marketplace and other characteristics particular to the

transaction 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 Those

estimated values do not necessarily represent the amounts that may be ultimately realized due to

the occurrence of future circumstances that cannot be reasonably determined Because of the
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inherent uncertainty of valuation those estimated values may be materially higher or lower than the

values that would have been used had ready market for the securities existed Accordingly the

degree of judgment exercised by the Company in determining fair value is greatest for securities

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 for disclosure purposes the level in the

fair value hierarchy within which the fair value measurement falls in its entirety is determined

based on the lowest level input that is significant to the fair value measurement

Fair value is market-based measure considered from the perspective of market participant

rather than an entity-specific measure Therefore even when market assumptions are not readily

available the Companys own assumptions are set to reflect those that market participants would

use in pricing the asset or
liability

at the measurement date The Company uses prices and inputs

that are current as of the measurement date including periods of market dislocation In periods of

market dislocation the observability of prices and inputs may be reduced for many securities This

condition could cause security to be reclassified to lower level within the fair value hierarchy

Fair Value Valuation Techniques and Inputs

Investment in Limited Partnership

Investments in limited partnerships are valued as practical expedient utilizing the net asset

valuations provided by the underlying limited partnerships without adjustment when the net asset

valuations of the investments are calculated or adjusted by the Company if necessary in

manner consistent with GAAP for investment companies The Company applies the practical

expedient to its investment in limited partnership unless it is probable that the Company will sell

portion of the investment at an amount different from the net asset valuation If it is probable that

the Company will sell an investment at an amount different from the net asset valuation or in other

situations where the practical expedient is not available the Company considers other factors in

addition to the net asset valuation such as features of the investment including subscription and

redemption rights expected discounted cash flows transactions in the secondary market bids

received from potential buyers and overall market conditions in its determination of fair value

Investments in limited partnerships are included in Levels or of the fair value hierarchy In

determining the level the Company considers the length of time until the investment is

redeemable including notice and lock-up periods or any other restriction on the disposition of the

investment The Company also considers the nature of the portfolios of the underlying limited

partnerships and their ability to liquidate their underlying investments If the Company has the

ability to redeem its investment at the reported net asset valuation as of the measurement date the

investment is generally included in Level of the fair value hierarchy If the Company does not

know when it will have the ability to redeem the investment or it does not have the ability to redeem

its investment in the near term the investment is included in Level of the fair value hierarchy

Commissions Receivable

Commissions receivable represent commissions earned by the Company from brokerage

transactions not yet received from the clearing brokers No allowance was deemed necessary as

of June 30 2014 since the Company has determined all commissions receivable to be collectible

Income Taxes

The Company has elected Corporation status for federal and state tax purposes whereby taxable

income is reported by the Companys stockholders The Company is subject to California state

franchise tax at the rate of 1.5% of taxable income

The accompanying notes are an integral part of this financial statement
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In accordance with GAAP the Company is required to determine whether tax position of the

Company is more likely than not to be sustained upon examination by the applicable taxing

authority including resolution of any related appeals or litigation processes based on the technical

merits of the position The tax benefit to be recognized is measured as the largest amount of

benefit that is greater than
fifty percent likely of being realized upon ultimate settlement De

recognition of tax benefit previously recognized could result in the Company recording tax

liability
that would reduce stockholders equity This policy also provides guidance on thresholds

measurement de-recognition classification interest and penalties accounting in interim periods

disclosure and transition that is intended to provide better financial statement comparability among
different entities Managements conclusions regarding this policy may be subject to review and

adjustment at later date based on factors including but not limited to on-going analyses of and

changes to tax laws regulations and interpretations thereof The Company determined that no

reserve is required at June 30 2014 As of June 30 2014 the Company remains subject to

examination by various tax jurisdictions for the year 2011 and going forward There are currently

no examinations being conducted of the Company by the Internal Revenue Service or any other

taxing authority

Use of Estimates

The preparation of financial statement 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 statement and the reported amounts of revenue and expenses

during the reporting period Actual results could differ from those estimates

Subsequent Events

This financial statement was approved by management and available for issuance on August 29
2014 On July 31 2014 the Company withdrew $150000 from the investment in limited

partnership An additional withdrawal of $350000 from the investment in limited partnership was

requested on August 18 2014

Restatement of the 2013 statement of financial condition

The statement of financial condition as of June 30 2013 not presented herein were audited by

other independent auditors whose report dated August 14 2013 expressed an unqualified opinion

on statement of financial condition The Company has restated the June 30 statement of financial

condition to reflect the correction of three errors an error related to syndicate revenue not

recorded in 2013 ii an overstatement of professional and consulting fees in 2013 and iii an under

accrual of regulatory expense in 2013 As result of these corrections the following adjustments

have been made to the previously reported statement of financial condition as of June 30 2013
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Cash at broker

Prepaid expenses

Accrued expenses

Stockholders equity

Net Capital under Rule 15c3-1

Excess Net Capital Required under 5c3-1

Percentage of Aggregated Indebtedness to

Net Capital

Balance as of

June 30 2013 as

previously reported Adjustments

20923

13000

5299

39222

26222

26222

19.80% -3.60%

Balance as of July

12013 as

restated

334675

13000

3037

1006547

291371

286371

16.20%

Adjusted to Correct understatement of $26472 for syndicate revenue less $5549 for payment

of accrued clearance charges

Adjusted to correct the understatement of $13000 for prepaid audit fees

Adjusted to correct the overstatement of $5549 for accrued clearance charges less $250 for

an accrual for professional fees

Adjusted to correct the errors impacting the Net Capital computations

As the prior period statement of financial condition have not been presented herein the

restatement has been effected as adjustments to beginning stockholders equity and beginning of

year cash at broker balances These adjustments were audited in connection with the audit of the

June 30 2014 statement of financial condition

Fair Value Measurements

The Companys assets and liabilities recorded at fair value have been categorized based upon

fair value hierarchy as described in the Companys significant accounting policies in Note

The following table presents information about the Companys assets and liabilities measured at

fair value as of June 30 2014

in thousands

Assets

Investment in limited partnership

at fair value

Concentrations of Credit Risk

Level Level Level Total

941 941

The Company is engaged in various brokerage activities in which counterparties primarily include

broker-dealers banks and other financial institutions In the event counterparties do not fulfill their

obligations the Company may be exposed to risk The risk of default depends on the

313752

2262

967325

265149

260149
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creditworthiness of the counterparties It is the Companys policy to review as necessary the

credit standing of each counterparty

The Company maintains its cash balance in one financial institution This balance is insured by the

Federal Deposit Insurance Corporation up to $250000

Contingencies

Pursuant to clearance agreement the Company introduces all of its securities transactions to

J.P Morgan Clearing Corporation its clearing broker on fully-disclosed basis All of the

customers money balances and long and short security positions are carried on the books of the

clearing broker In accordance with the clearance agreement the Company has agreed to

indemnify the clearing broker for losses if any which the clearing broker may sustain from carrying

securities transactions introduced by the Company In accordance with industry practice and

regulatory requirements the Company and the clearing broker monitor collateral on the customers

accounts

Related-Party Transactions

The Company is charged an allocation of expenses related to personnel office facilities and

equipment and other general operating services that are borne by company related by common

ownership Kayne Anderson Capital Advisors L.P uŒcALp For the year ended June 30

2014 expenses allocated from this related party totaled $137000

The Company holds an investment balance of $940946 included in investment in limited

partnership on the statement of financial condition that is managed by KACALP as of June 30
2014

For the year ended June 30 2014 approximately 16% of the Companys commission revenues

were from introducing trades of shareholders and KACALP employees

The Company occasionally participates as selling group member in secondary offering of

KACALP related closed-end funds For the shares that it places the Company earns syndication

revenue During the year ended June 30 2014 the Company earned $12900 for acting in this

capacity As it relates to the restatement of prior year financial statement described in Note the

Company also received revenue of $26472 for the year ended June 30 2013

KACALP also reimburses the Company for private placement fees The clearing broker charges

the Company fees for recording customers initial investment in KACALP private limited

partnerships Fees are also charged on all subsequent contributions and withdrawals The

amount of reimbursement was $13300 for the year ended June 30 2014 As of year-end $4000
is due from KACALP

Regulatory Requirements

The Company as member of FINRA is subject to the Securities and Exchange Commission

Uniform Net Capital Rule 15c3-1 This rule requires the maintenance of minimum net capital and

that the ratio of aggregate indebtedness to net capital both as defined not to exceed 15 to and

that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio

would exceed 10 to At June 30 2014 the Companys net capital was $8261 which was $3261

in excess of its minimum requirement of $5000
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Exemption From Rule 15c3-3k2ii

The Company is exempt from the Securities and Exchange Commission Rule 15c3-3k2ii and

therefore is not required to maintain Special Reserve Bank Account for the Exclusive Benefit of

Customers


