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OATH OR AFFIRMATION

s AND_REW KOWALCZYK , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
AK CAPITAL LLC , s
of DECEMBER 31st ,2017 , are true and correct. 1 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:

A

/
Signature %

- CHIEF EXECUTIVE OFFICER
Title
Nl

VNotary Cil? SANDRA C. SANCHEZ
his repbrt ** contains(Check all applicable boxes):

Notary Public - State of Florida

T £ Commission # GG 013797
[X (a) acing Page‘ J My Comm. Expires Jul 27, 2020
X (b) Statement of Financial Condition. e 20nded through National Notary Assn §
O (c) Statement of Income (Loss). ’ S ’ h
[0 (d) Statement of Changes in Financial Condition. ’
[0 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[d () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
O (g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[0 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
[J () 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.
[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
- consolidation.
[X (1) An Oath or Affirmation.
[ (m) A copy of the SIPC Supplemental Report.
[0 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
X (o) Exemption Report

*

*

For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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477 Madison Avenue
HERSON CPALLP New York, NY 10022

Certificd Public Accountants » . 212.686.7160

HERTz

SINCE 1931

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member of

.AK Capital, LLC

445 Park Avenue, 9 Floor
New York, NY 10151

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of AK Capital, LLC (the
“Company”) as of December 31, 2017, and the related notes (collectively the “financial statement”).
In our opinion, the statement of financial condition presents fairly, in all material respects, the
financial position of the Company as of December 31, 2017 in conformity with accounting
principles generally accepted in the United States of America.

Basis for Opinion

This financial statement is the responsibility of the Company’s management. Our responsibility is to

~ express an opinion on the Company’s financial statement based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States)
(“PCAOB?”) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement, whether due to error or fraud. Our audit included
performing procedures to assess the risks of material misstatement of the financial statement,
whether due to error or fraud, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statement. Our audit also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the
financial statement. We believe that our audit provides a reasonable basis for our opinion.

ﬁ/ tei ;7[4(;///‘) cH (f

We served as the Company’s auditor since 2001.

New York, New York
February 28, 2018



AK CAPITAL,LLC

STATEMENT OF FINANCIAL CONDITION

AS AT DECEMBER 31, 2017

ASSETS

Cash

Securities owned, at fair value - Note B

Interest receivable from clearing broker - Note D
Deposit with clearing broker - Note G

Other assets

TOTAL ASSETS

LIABILITIES AND MEMBER'S EQUITY

Liabilities
Accounts payable
Due to clearing broker - Note D
- Accrued expenses and other liabilities
Total Liabilities
Commitments and contingencies - Notes G and H

- Member's equity

TOTAL LIABILITIES AND MEMBER'S EQUITY

'$ 88,098

30,045,407
147,900
112,925

77,115

$ 30,471,445

$ 4,410
20,496,655
365,194

20,866,259

9,605,186

$ 30,471,445

The accompanying notes are an integral part of the financial
statements and should be read in conjunction therewith.
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AK CAPITAL. LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Nature of Operations and Capitalization of the Company

AK Capital, LLC ("AKC" or the “Company”), a wholly-owned subsidiary of KME Holdings, LLC (the
“Member” or “Parent”), was organized on November 4, 1998 in the State of New York as a limited
liability company whose operating agreement expires December 31, 2028. AKC is registered with the
Securities and Exchange Commission (“SEC”) and the Financial Industry Regulatory Authority, Inc.
(“FINRA”™) as a broker-dealer and is exempt from Rule 15¢3-3 of the Securities Exchange Act of 1934.

The Company trades securities with the intention to aggregate pools of securities to trade to customer
accounts and third parties.

Note A - Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statement. Actual
results could differ from those estimates.

Securities Transactions

Proprietary securities transactions are recorded on a trade date basis, as if they had settled. Amounts
receivable and payable for securities transactions that have not reached their contractual settlement date
are recorded net and included in due to clearing broker on the statement of financial condition.

Securities are recorded at fair value in accordance with Financial Accounting Standards Board
Accounting Standards Codification 820 (“FASB ASC 820”), Fair Value Measurements and

Disclosures.

Financial Instruments

The Company’s financial instruments, which consist of securities owned, interest receivable from
clearing broker, deposit with clearing broker, other assets, due to clearing broker, accounts payable and
accrued expenses and other liabilities, are reported in the statement of financial condition at fair values
or at carrying amounts that approximate their fair values based on their short-term nature.



AK CAPITAL. LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Note A - Summary of Significant Accounting Policies (Continued)

Derivative Instruments

The Company uses derivative instruments to manage its risk associated with the changes in interest
rates. The Company accounts for these instruments at fair value using level one inputs as defined in
FASB ASC 820. Total derivative instruments amounted to $34,125 as at December 31, 2017 and are
included in other assets on the statement of financial condition.

Prqpcrty and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is computed
using the straight-line method at rates based upon the estimated useful lives of the respective assets.

Concentrations of Credit Risk

Uninsured Cash Balances

The Company maintains cash balances at financial institutions, which are insured, in the aggregate, by
the Federal Deposit Insurance Corporation (“FDIC”) for up to $250,000. There were no cash balances
in excess of insured amounts as at December 31, 2017.

Credit Risk

In the normal course of business, the Company is exposed to risk of loss from the inability of brokers
and dealers and financial institutions to pay for purchases or to deliver the financial instruments sold, in
which case the Company would have to sell or purchase the financial instruments at prevailing market
prices. However, the Company mitigates risk by dealing primarily with large U.S. financial institutions
and through reporting and control procedures.

Subsequent Events

The Company evaluates events and transactions occurring subsequent to the date of the financial
statements for matters requiring recognition or disclosure in the financial statements. The
accompanying financial statements consider events through February 28, 2018, the date on which the
financial statements were available to be issued.



AK CAPITAL. LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Note B - Fair Value Measurements

FASB ASC 820 defines fair value, establishes a framework for measuring fair value, and establishes a
fair value hierarchy which prioritizes the inputs to valuation techniques. 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. A fair value measurement assumes that the transaction to sell the
asset or transfer the liability occurs in the principal market for the asset or liability or, in the absence of a
principal market, the most advantageous market. Valuation techniques that are consistent with the
market, income or cost approach, as specified by FASB ASC 820, are used to measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into
three broad levels:

Level 1 - Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
Company has the ability to access.

Level 2 - Inputs are other than quoted prices included within level 1 that are observable for the asset or
liability, either directly or indirectly.

Level 3 - These are unobservable inputs for the asset or liability and rely on management’s own
assumptions about the assumptions that market participants would use in pricing the asset or
liability. The unobservable inputs should be developed based on the best information available
in the circumstances and may include the Company’s own data.

The following table presents the Company’s fair value hierarchy for those assets measured:at fair
value on a recurring basis, which were all classified as Level 2, as of December 31, 2017:

Level 2
Obligations of U.S. government agencies $ 28,955,470
Collateralized Mortgage Obligations _ 1,089,937

Total $ 30,045,407




AK CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Note B - Fair Value Measurements (Continued)

Obligations of U.S. government agencies securities are callable agency-issued debt securities valued by
benchmarking model-derived prices to quoted market prices and trade data for identical or comparable
securities. Obligations of U.S. government securities are categorized in level 2 of the fair value
hierarchy.

Collateralized mortgage obligations are valued using quoted market prices and trade data adjusted by
subsequent changes in related indices for identical or comparable securities. Collateralized mortgage
obligations are categorized in level 2 of the fair value hierarchy.

Note C - Property and Equipment

Property and equipment are summarized as follows as at December 31, 2017:

Accumulated Net Book

Cost Depreciation Value
Computer and office equipment $ 26,710 $ 26710 $ -
Furnishings 135,040 135,040 -
Total $ 161,750 $ 161,750 § -

Note D - Due to Clearing Broker

The Company has margin borrowings from its clearing broker which are collateralized by all securities
held in its proprietary trading accounts. Interest on such margin borrowings was charged at the clearing
broker’s internal cost of funds interest rate which was 2.069% as at December 31, 2017. As at
December 31, 2017, such borrowings amounted to $20,496,655 and were fully collateralized by
securities owned at a fair value of $30,045,407 plus accrued interest due from the clearing broker of
$147,900.

Note E - Retirement Plan

The Company sponsors a qualified defined contribution 401(k) profit sharing plan (the “Plan”). Subject
to certain limitations, the Company may make matching contributions on the participants’ behalf of an
amount not to exceed 100% of the first 4% of the participants’ elective deferrals. The Plan provides
generally for normal retirement at age 65.



AK CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Note F - Income Taxes

The Company, as a wholly-owned subsidiary of the Parent, is a single member limited liability company
and, as such, under the provisions of the Internal Revenue Code and comparable state and local
regulations, is not recognized as a taxable entity and does not pay federal, state or local income taxes on
its income. Instead, the Parent reports the Company’s transactions of income on the Parent’s income tax
returns. Accordingly, no federal, state or local income taxes have been provided.

Note G - Off Balance Sheet Risk

Pursuant to a clearing agreement, the Company introduces all of its proprietary securities transactions to
its clearing broker on a fully disclosed basis. 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 and in connection therewith, the
Company must maintain a deposit with the clearing broker which amounted to $112,925 at December
31,2017.

The Company enters into various off-balance sheet transactions involving mortgage-backed securities to
be announced (“TBAs”). These financial instruments are used to manage market risks and are therefore
subject to varying degrees of market and credit risks. TBAs provide for the delayed delivery of the
underlying instrument. The credit risk for TBAs is limited to the unrealized fair valuation gains or losses
recorded in the statement of financial condition. As at December 31, 2017, there were no open TBA
positions.

Market risk is substantially dependent upon the value of the underlying financial instruments and is
affected by market forces such as volatility and changes in interest rates.

The Company seeks control of off-balance-sheet risk by monitoring the market value of securities held
in compliance with regulatory and internal guidelines and in dealing primarily with large U.S. financial

institutions and through reporting and control procedures.

Note H - Commitments and Contingencies

Operating Leases ]

The Company is obligated under operating leases with an affiliate of the Parent for office space in Boca
Raton, Florida at a monthly rental ranging from $3,207 to $3,267 through August 31, 2019 and in Cutler
Bay, Florida at a monthly rental ranging from $897 to $942 through March 31, 2019. The Company
also has operating leases for its office spaces in New York City at a monthly rental ranging from $5,847
to $7,564 through March 31, 2019.



AK CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 2017

Note H - Commitments and Contingencies (Continued)

Operating Leases (Continued)

Future annual minimum lease payments under these operating leases are approximately as follows:

Year Ending
December 31, 2017 Amount
2018 : 132,000
2019 46,000
Total $ 178,000

Capital Contribution

In 2017, the parent entity of the Company admitted a new special class of members in exchange for a
capital contribution. The special class of members has no ownership, voting rights or managerial duties,
but strictly an economic interest in the Company’s profit and loss from the trading and securitization of
Mortgage Backed Securities. The capital contributed by the special class of members is eligible for
withdrawal after a specified redemption period, in accordance with regulatory requirements. Upon the
expiration of the specified redemption period, the special class of members have the individual right to
request the return of all or a portion of their capital account balance as calculated at the time of the
redemption request. Such request is required to be made directly to the parent entity of the Company, in
accordance with a minimum notification period. In the event that the parent entity of the Company does
not complete the payment to satisfy the redemption request, the Company shall act as guarantor of such
payment.

Note I - Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule 15¢3-1, which requires the maintenance
of minimum net capital and requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15to 1. :

As at December 31, 2017, the Company had net capital, as defined, of $7,848,324, which was
$7,748,324 in excess of its required net capital of $100,000. The Company’s ratio of aggregate
indebtedness to net capital was .0471 to 1.

Note J - New Accounting Pronouncements

During May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) No. 2014-09, “Revenue from Contracts with Customers (Topic 606).” ASU No. 2014-09
establishes principles for recognizing revenue upon the transfer of promised goods or services to
customers, in an amount that reflects the expected consideration received in exchange for those goods or
services. During 2015 and 2016, the FASB also issued ASU No. 2015-14, which defers the effective



AK CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
- AS AT DECEMBER 31, 2017

Note J - New Accounting Pronouncements (Continued)

date of ASU No. 2014-09; ASU No. 2016-08, “Principal versus Agent Considerations (Reporting
Revenue Gross versus Net), which clarifies the implementation guidance on principal versus agent
considerations in Topic 606; ASU No. 2016-10, “Identifying Performance Obligations and Licensing”,
which clarifies the identification of performance obligations and the licensing implementation guidance;
ASU No. 2016-12, “Narrow-Scope Improvements and Practical Expedients” and ASU No. 2016-20,
“Technical Corrections and Improvements to Topic 606”. Topic 606 (as amended) is effective for fiscal
years, and interim periods within those years, beginning after December 15, 2017. While the Company
does not believe the application of the guidance requires any material changes to its methodologies, if
there were any material changes then any amendments would be applied retrospectively with the
cumulative effect recognized as of January 1, 2018, the date of initial adoption.



477 Madison Avenue
HERSON CcPALLP New York, NY 10022

Certificd Public Accountants 212.686.7160

HERTZ

SINCE 1931

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member of

AK Capital, LLC

445 Park Avenue, 9th Floor
New York, NY 10151

~ We have reviewed management's statements, included in the accompanying Exemption Report, in
which (1) AK Capital, LLC identified the following provisions of 17 C.F.R. §15¢3-3(k) under which
AK Capital, LLC claimed an exemptlon from 17 C.F.R. §240.15¢3-3: paragraph (k)(2)(ii) (the
“exemption provisions") and (2) AK Capital, LLC stated that AK Capital, LLC met the identified
exemption provisions throughout the most recent fiscal year without exception. AK Capital, LLC’s
management is responsible for compliance with the exemption provisions and its statements.

Our review was conducted in accordance with the standards of the Public Company Accounting
Oversight Board (United States) and, accordingly, included inquiries and other required procedures
to obtain evidence about AK Capital, LLC’s compliance with the exemption provisions. A review is
substantially less in scope than an examination, the objective of which is the expression of an
opinion on management's statements. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to
management's statements referred to above for them to be fairly stated, in all material respects, based
on the provisions set forth in paragraph (k)(2)(ii) of Rule 15¢3-3 under the Securities Exchange Act

Hoerz [fospuns CHF- LCP

New York, NY
February 28, 2018
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AK CAPITAL. LLC
EXEMPTION REPORT
- UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
AS AT DECEMBER 31, 2017

AK Capital LLC (the Company) is a registered broker-dealer subject to Rule 17a-5
promulgated by the Securities and Exchange Commission (17 C.F.R. §240.17a-5, “Reports to
‘be made by certain brokers and dealers”). This Exemption Report was prepared as required
by 17 C.F.R §240.17a-5(d)(1) and (4). To the best of its knowledge and belief, the Company
states the following:

(1) The Company claimed an exemption from 17 C.F.R. §240.15c3-3 under the following
provisions of 17 C.F.R. §240.15¢3-3(k)(2)(i1).

(2) The Company met the identified exemption provisions in 17 C.F.R. §240.15¢3-3(k)
throughout the most recent fiscal year without exception.

AK Capital LLC

I, Andrew Kowalczyk, swear (or affirm) that, to my best knowledge and belief, this
Exemption Report is true and correct.

o A el

Title: President and CEO

Date: | %/7f// g
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