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OATIH OR AFIFIRMATION

_.Gordon Dihle

e e swear (o0 i) g

- . Lo the
best of my knowledge and beliel the accompanying hnmcnl statement md supportiny schedules pertaming 1o (e fiem of ‘
e NetCap Preferred Equity, Ltd. e as of
December 31 , 2001 , are truc and correct. [ further swear (or affirm) that neither (he company '
nor any partner, propretor, pancipal officer or director has any proprictary interest in any account classified soley as thay of l
a customer, except as follows: ' : '

Signature

President
Tnk

This report** contains (check all applicable boxes):

;!
b
2
(5
5]
O
5
a
5
c
0
X
0
0]

x

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

. (d) Statement of .Cash, -Flows

Noury Public

(a) I"acing page.
(b) Statement of Finangal Condition.
(c) Statement of Income (Loss).

|
{
|
|

(¢) Statement of Changes in Stockholders' Eqmty or Partners’ ot Sole Propnctor s 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.

(1) [nformation Relating to the Possession or control Requirements ‘Under Rule 15¢3-3. .

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Undcx Rile 15¢3-1 and the ﬁ
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. o

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Qath or Afficmation.

(m) A copy of the SIPC Supplcmcntal Report.

(n) A report describing any material madoquacncs found to exist or found to have existed since the date of the previous audit. ‘
(o) Independent Auditors' Report on Internal Accounting Contrtol. ’ 3
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INDEPENDENT AUDITORS' REPORT e

<

The Board of Directlors
NetCap Preferred Equity, Ltd.

We have audited the accompanying statement of financial condition of NetCap Preferred Equity, Ltd.
as of December 31, 2001, and the related statements of operations, changes in sharcholder's equity, and
cash flows for the year then ended. These financial statements are the responsibility of the Company's

management. Our responsibility i1s to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards gencrally accepted in the United States
of America. Thosc 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 includes examining,
on a test basis, evidence supporting the amounts and disclosures in the linancial statements. 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 a
rcasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all mmaterial respecets, the
financial position of NetCap Preferred Equity, Ltd. as of December 31, 2001, and the results of its
operations and its cash flows for the ycar then ended, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was made for the purposc of forming an opinion on the financial statements taken as a
whole. The information contained in the supplemental schedule listed in the accompanying index is
presented for purposcs of additional analysis and is not required for a fair presentation of the financial
statements, but is supplementary information required by Rule 17a-5 of the Securitics and Exchange
Commission. Such information has been subjected to the auditing procedures applied in our audit of
the financial statements, and in our opinion, is fairly stated in all material respects in relation to the

financial statements taken as a whole.
:

Denver, Colorado
January 17, 2002

SOMEAMOER TR U MACINEYRE STRAVEUR INTERN ATHONAL LINIEETE £MINE

AW ORTDWEHDE ASSOCINTTON OF INDUPENDENT PROFUSSIONAL FIRMS
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NETCAP PREFERRED EQUITY, LTD.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

Cash and cash equivalents
Duc from clearing broker
Commissions receivable

Property and equipment, net of accumulated depreciation
of $15,784

Other assets

LIABILITIES AND SHAREHOLDER'S EQUITY

LIABILITIES:
Accounts payable

Commissions payable

CONTINGENCIES (Note 6)

SHAREHOLDER'S EQUITY (Notes 2 and 3):
Common stock, $0.001 par valuc; 100,000,000 shares authorized;
12,100,000 sharcs 1ssucd and 7,000,000 shares outstanding
Additional paid-in capital '

Deficit since December 31, 2001 in connection with quasi reorganization

Total sharcholder's equity

The accompanying notes are an integral part of this statement.

63 767
7870
299

6256
6 567

84 759

o1

944
40 210

47 160

7 000
30599

37599

84 759
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NETCAP PREFERRED EQUITY, LTD.

STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2001

REVENUE:
Commissions
Other

Total revenue

EXPENSES:
Commissions
Clearing charges
Salaries, benefits and payroll taxes
General and administrative expenses
Occupancy expenses

Total expenses

NET LOSS

The accompanying notes are an integral part of this statement.

126 764
6 730

133 494

87 090
25286

9 689
13278
10 532

145 875

(12 381)




i)

NETCAP PREFERRED EQUITY, LTD.

P

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY |
FORTHE YEAR ENDED DECEMBER 31, 2001

- Additional

Common Stock Paid-In
Shares Amount Capital Deficit
BALANCES, December 31, 2000 12100000 § 12100 $ 1316696 § (1227816) '
Retirement of common stock (5 100 000) (5 100) (45 900) -
Net loss | - - - (12 381)
Quasi reorganization (Note 3) - - (1240 197) t 240 197
BALANCES, December 31, 2001 7000000 $ 7000 S 30599 § -

The accompanying notes are an integral part of this statement. 6




NETCAP PREFERRED EQUITY, LTD.

-ty

STATEMENT OF CASH FLOWS
FFOR THE YEAR ENDED DECEMBER 31, 2001
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH IFLOWS FROM OPERATING ACTIVITIES:

Net loss S (12 381)
Adjustments to reconcile net loss to net cash provided by

operating activitics:

Depreciation and amortization 5357
Decrease in due from clearing broker 0348
Increase in commissions receivable (299)
Decrease in sccurities owned, at market value 10 825
Increase in other assets (6547)
Increase in accounts payable ‘ 390
Increase in commissions and salaries payable 10614
Decrease in accrucd income taxes (1758) '
Decreasce in due to clearing broker (10 825)
Net cash provided by operating activities 1 724

CASH FLLOWS FROM FINANCING ACTIVITIES:

e IR

Retirement ol common shares (51 000)
g NET DECREASE IN CASH AND CASH EQUIVALENTS (49 270)
CASH AND CASH EQUIVALENTS, at beginning of year 113043
| CASH AND CASH EQUIVALENTS, at e‘nd of year $ ,63 767

[

7

The accompanying notes are an integral part of this statement. 7
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NETCAP PREFERRED EQUITY, LLTD.

NOTES TO FINANCIAL STATEMENTS

NOTE [ - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NetCap Preferred Equity, Ltd. ("the Company™) was incorporated in the state of Colorado on May 21,
1999. The Company is a wholly-owned subsidiary of Security Reserve, Ltd. The Company operates
as a securitics broker-dealer registered with the Securitics and Exchange Commuission and is a member
of the National Association of Sccurities Dealers, Inc. The Company deals mainly in mutual funds,
securitics and other investment products.

The Company, under Rule 15¢3-3(k)(2)(it), i1s exempt from the reserve and posscssion or control
requirements of Rule 15¢3-3 of the Securities and Exchange Commission. The Company does not
carry or clcar customer accounts. Accordingly, all customer transactions are exccuted and cleared on
behalfl of the Company by its clearing broker on a fully disclosed basis. The Company's agreement
with its clearing broker provides that as clearing broker, that firm will make and keep such records of
the transactions elfected and cleared in the customer accounts as are customarily made and kept by a
clearing broker pursuant to the requirements of Rules 17a-3 and 17a-4 of the Sccuritics and Exchange
Act of 1934, as amended (the Act). It also performs all services customarily incident thereon,
including the preparation and distribution of customer's confirmations and statements and maintenance
margin requirements under the Act and the rules of the Self Regulatory Organization of which the
Company is a mcmber,

The Company provides for depreciation of furniture and cquipment on a straight-line basis over
estimated uscelul lives of five to ten years.

For purposcs of the statement of cash flows, the Company considers money market funds at its
clearing broker and all highly hiquid debt instruments purchased with a maturity of three months or less
to be cash cquivalents. '

The Company rccords sccuritics transactions and rclated revenuce and cxpensces on a trade date basis.

The preparation of financial statemients in conformity with gencrally accepled accounting principles
requires management to make cstimates and assumptions that affect the reported amounts of assets and
liabilities and disclosurc of contingent asscts and liabilitics at the date of the financial statements and

the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimalcs.

NOTE 2 - NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is requircd to maintain a minimum net capital, as defined under such provisions. At
December 31, 2001, the Company had net capital and net capital requirements of $24,776 and $5,000.
The Company's net capital ratio (aggregate indebtedness to net capital) was 1.9 to 1. According to
Rule 15¢3-1, the Company's net capital ratio shall not exceed 15 (o 1.
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NETCAP PREFERRED EQUITY, LL'TD.

NOTES TO FINANCIAL STATEMENTS
(Continued)

NOTI: 3 - QUAST REORGANIZATION

On Deccember 31, 2001 the stockholders of the Company approved a plan of mformal quasi
rcorganization. The reorganization resulted in the elimination of $1,240,197 of accumulated deficit at
the date of reorganization and a decrease in additional paid in capital of $1,240,197.

NOTE 4 - INCOME TAXES

The Company has $25,537 of remaining limited net operating losses expiring in 2019 and $12,381 of
unlimited net operating tosses expiring in 2021 which may be used to offset future taxable income, but
are subject to various limitations imposed by the rules and regulations of the Internal Revenue Service.

NOTE 5 - RELATED PARTY TRANSACTIONS

The Company has entered into an expense agreement with a related party. The agreement provides
that the Company will pay to the related party 25% of rent for the office and its portion of all other
cxpensces incurred. For the year ended December 31, 2001 the Company patd $6,991 and had $944
payable to the related party for these expenses.

NOTE 6 - FINANCIAL INSTRUMENTS WITH OV F-BALANCE SHELT RISKS
AND UNCERTAINTIES

The Company is in business as a sceuritics broker-dealer and deals primarily in mutual funds and other
investment products which it buys and sclls on behalf of its customer on a [ully disclosed basis.

In the normal coursc of busincss, the Company's client activitics ("clients”) through its clearing
brokers involve the cxecution, scttlement and financing of various client sccuritics transactions. These
activitics may cxposc thec Company to ofl-balance sheet risk. In the cvent the clicnt fails to satisfy its
obligations, the Company may be required to purchase or scll financial instruments at prevailing
market prices in order to {ulfill the client's obligations.

The Company bears the risk of financial failure by its clearing broker. Il the clearing broker should
cease doing business, the Company's receivable from its clearing broker could be subject to forfeiture.

The Company's financial instruments, including cash and cash equivalents, receivables, other assets,

payables and other liabilitics arc carried at amounts that approximate fair value due to the short-term
naturc of those instruments.
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NETCAP PREFERRED EQUITY, LLTD.

COMPUTATION OF NET CAPITAL PURSUANT TO UNIFORM
NET CAPITAL RULE 15¢3-1
DECEMBER 31, 2001

CREDIT: ,
Sharcholder's equity S 37599
DEBITS:
Property and equipment, nct 6256
Other assets 6 567
Total debits 12 8§23
NET CAPITAL 24776
Minimum requircments of 6 2/3% of aggregate indebtedness
of $47,160 or $5,000, whichever is greater S 000
EXCESS NET CAPITAL ) 19 776
AGGREGATE INDEBTEDNESS:
Accounts payable $ 944
Commissions payablc 462106
TOTAL AGGREGATE INDEBTEDNESS $ 47 160
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 19to1
NOTE: There are no material differences between the above computation
of nct capital and the corresponding computation submitted by the Company
with the unaudited Form X-17A-5 as of December 31, 2001.
Sce the accompanying Independent Auditors' Report. 10
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INDEPENDENT AUDITORS' REPORT ON
INTERNAL ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

The Board of Directors
NetCap Preferred Equity, Lid.

In planning and performing our audit of the financial statements and supplemental schedule of NelCap
Preferred Equity, Ltd.  for the year ended December 31, 2001, we considered its intemal control
structure, including procedures for safeguarding securitics, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the mternal control structure.

Also, as required by Rule 17a-5(g)(1) of the Sccuritics and Exchange Commission, we have made a
study ol the practices and procedures (including tests of comphiance with such practices and
procedures) followed by NetCap Preferred Equity, Ltd. that we considered relevant to the objectives
stated 1n Rule 17a-5(g), (1) in making the periodic computations of aggregate indebledness and nct
capital under Rule 17a-3(a)(11) and the procedures for determining compliance with the exemptive
provisions of Rule 15¢3-3; and (ii) for safcguarding the occasional receipt of cash and sccuritics untit
promptly transmiltted to the Company's clecaring organization. We did not review the practices and
procedurcs followed by the Company or in making the quarterly sccuritics examinations, -counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13 or
complying with the requircments for prompt payment for sccuritics under Scction 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Rescrve System, because the Company does
not carry sccurily accounts for customers or perform custodial functions relating to customer
securitics.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgements by management arc required to assess the expected benefits
and related costs of internal control structure policies and procedures and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures
can be expected (o achieve the Commission's above-mentioned objectives. Two of the objectives of an
internal control structure and the practices and procedures are to provide management with reasonable,
but not absolutc, 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 gencrally accepted accounting principles. Rule 17a-5(g) lists additional objectives of

the practices and procedures listed in the preceding paragraph
pre ) } IO(&(“(! '(nu(’.uslln;\n Ol \('1\'1'\'|\]|' STRATER lz?l r‘u‘\'.\?r‘?,\‘-.\? LIVIETF DY AN,
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Because of inherent limitations in any internal control structure or thc practices and procedurcs
referred to above, crror or fraud may occur and not be detected.  Also, projection of any evaluation of
them to {uture periods 1s subject to the risk that they may become  madequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.  This report
recognizes that it 1s not practicable in an organization the size of NetCap Preferred Equuty, Lid. to
achicve all the divisions of dutics and cross-checks generally included in a system of internal
accounting control and that alternatively greater reliance must be placed on surveillance by
managcment.

Our consideration of the internal control structure would not necessarily disclose all matters i the
internal control structure that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition th which the
design or operation of the specific intemal control structure elements does not reduce to a relatively
low level the risk that error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted no matters involving the
internal control structure, icluding procedures for safeguarding securitics, that we consider to be
material weaknesses as defined above,

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purposes In
accordance with the Sceuritics Exchange Act of 1934 and related regulations, and that practices and
proccdures 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 were adequate at December 31, 2001, to meet the Commmission's
objectives.

In addition, our review indicated that NetCap Preferred Lquity, Ltd. was in compliance with the
conditions of exemption from Rule 15¢3-3 pursuant to paragraph k(2)(ii) as of December 31, 2001,

and no facts came to our attention to indicate that such conditions had not been complied with during
the year.

This report is intended solely for the use of management, the Sccuritics and Exchange Commission,
the New York Stock Exchange, Ine. and other regulatory agencies which rely on Rule 17a-5(g) under
the Sccuritics Exchange Act of 1934 and should not be used for any other purpose.

s Jopon G

Denver, Colorado
January 17, 2002



