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- Gentlemen:

HERITAGE Euz

November

- We, the under51gned officers of Heritage Fund Distributors, Inc., have caused an audit to be made in’ e
- accordance with the prescribed regulations and have arranged for the preparatlon of the Annual .+

Financial Statements and supplementary schedules.

OATH OR AFFIRMATION

We, Richard J. Rossi and Richard B. Franz 11, officers of Heritage Fund Distributors, Inc., affirm to the .

TORS, IN

B e

L
21,2006

|
|

best of our knowledge and belief, that the accompanying financial statelmfl:nts and supporting schedules o

pertaining to the firm of Heritage Fund Distributors, Inc., as of Septernber 30, 2006, are true and;
correct. We further affirm that neither the company nor any pnnc1pal officer nor director has any,

proprietary interest in any account classified solely as that of a customer.

Chalrman

i
Y

et

Prmmpal F mancnal Ofﬁcefl Q

State of Florida
County of Pinellas

Before me personally appeared Richard J. Rossi and Richard B. Franz |

me and before me, that Richard J. Rossi and Richard B. Franz II exlecuted said instrument for the

purposes therein expressed.

WITNESS, my hand and official seal this__21st -_day of November! A.D., 2006.
Q " KAREN B, WACHTEL
otary Public Notary Public, Staje of Flonds
State of Florida at Large My comm. exp. Feb.|21, 2009

My commission expires: Za / &/ / O?

880 Carillon Parkway e Su. Petersburg, FL 33716 ¢ (800} 421-4184 & (727) 573-8143

Comm. No. DD 338540

'
1

* ‘www.hcritagcﬁ.mds.com

4

I[, {Q me well known and known
to me to be the persons described in and who executed the foregoing instrument, and acknowledged to.

-




KPMG LLP

Suite 1700

100 North Tampa Street
Tampa, FL 33602

Independent Auditors’ Report:

¢

The Bbard of Directors and Stockholder
Heritage Fund Distributors, Inc.: SR
A _ -~ RE 1, |
We have audlted the accompanying statement of financial condmon of Hentage Fund Distributors, Inc. (a
wholly owned subsidiary of Heritage Asset Management, Inc.) (the Company) as of September 30, 2006,
and the related statement of operations, changes in stockholder’s equity, and cash flows for the year then
ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial

statements are the responsibility of the Company’s management. Qur responsnblhty is to express an
opinion on these ﬁnancml 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 includes consideration of
internal control over financial reporting as a basis for designing audit procel:dures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectlveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opmlon An audit also includes
examining, on a test basis, evidence supporting the amounts and dlsclosures in the financial statements,

assessing the. accounting principles used and significant estimates made lby management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, 1in all material respects, the
financial position of the Company as of September 30, 2006, and the results .of its operations and its cash
flows for the year then ended in conformity with U.S. generally accepted accountmg principles.

l
1
I
b

Our audit was conducted for the purpose of forming an opinion on the ba51c ﬁnancual statements taken as a
whole. The information included in Schedule I and 11 is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by rule
17a-5 under the Securities Exchange Act of 1934. Such information hastbeen subjected to the auditing
procedures applled in the audit of the basic financial statements and, in our opmlon is fairly stated in ali
material respects in relation to the basic financial statements taken as a whole

KPMe LEP

November 28; 2006 . ‘ !
Certified Public Accountants )

I
KPMG LLP, a U.S. limited liability partnarship, is the US l
member firm of KPMG International, 3 Swiss cooperative. |




{
HERITAGE FUND DISTRIBUTORS, INC.

(a wholly-owned subsidiary of Heritage Asset Management, Inc.) -

|
STATEMENT OF FINANCIAL CONDITION
September 30, 2006 ‘

ASSETS ,
Cash and cash equivalents $ 1,899,769
Income tax receivable from affiliates : : 302,765

Property and equipment, less accumulated

depreciation of $1,342 E 8,018
Deferred income taxes, net I 11,107
| $ 2,221,659
LIABILITIES AND STOCKHOLDER'S EQUITY
|
Accrued compensation, commissions and benefits ' $ 135,503
Payables to affiliates . 91,675
‘ 227,178
- |
Commitments and contingencies (Note 7) i
‘Stockholder's equity: '
Common stock - $.01 par value; authorized 100 shares; .
issued and outstanding 100 shares : 1
Additional paid-in capital . 2,499,999
Retained deficit - ' (505,519)
| 1,994,481
1
$ 2,221,659

See accompanying Notes to Financial Statements.




!
HERITAGE FUND DISTRIBUTORS, INC.

(a wholly-owned subsidiary of Heritage Asset Manageme;nt, Inc.)

STATEMENT OF OPERATIONS

For the Year Ended September 30, 2006

Revenues:
Interest

Total revenues

Expenses:
Compensation, commissions and benefits
Communications and information processing
Occupancy and equipment
Business development
Other

Total expenses

Loss before income tax benefit

Income tax benefit

Net loss

$

117,888

117,888

605,724
107,784
4,401
196,360
28,764

943,033

(825,145)

(313,872)

$

(511,273)

s
|

See accompanying Notes to Financial Statemen;ts.
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HERITAGE FUND DISTRIBUTORS. INC
(a wholly-owned subsidiary of Heritage Asset Management, Inc.)

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

Additional
Common Paid-in Retained :
Stock Capital Deficit Total
Balances at September 30, 2005 $ 1 $ 2,499,999 $ 5754 - $ 2,505,754
Net loss | - - | (511.273) (511,273)
Balances at September 30, 2006 $ 1 $ 2,499,999 $ (505,519) $ 1,994481

i

See accompanying Notes to Financial Statements.




HERITAGE FUND DISTRIBUTORS, INC.
(a wholly-owned subsidiary of Heritage Asset Managelfnént, Inc.)

i
STATEMENT OF CASH FLOWS 5
For the Year Ended September 30, 2006

Cash flows from operating activities: ,
Net loss | $  (511,273)
Adjustments to reconcile net loss to i

net cash used in operating activities:
Depreciation and amortization

|
? 682
Deferred income taxes, net | (11,107)
Increase in operating assets: |
Income tax receivable from affiliates | (302,765)
Increase in operating liabilities: _ |
Accrued compensation, commissions and benefits I ‘ 135,503
Payables to affiliates i 91,675
Net cash used in operating activities | (597,285)
i
Cash flows from investing activities: ;
Additions to property and equipment | (8,700
Net cash used in investing activities ' (8,700)
Net decrease in cash and cash equivalents l (605,985)
Cash and cash equivalents at beginning of year | 2,505,754
Cash and cash equivalents at end of year , $ 1,899,769

Cash paid during the year for interest

1
|
I
Supplemental disclosure of cash flow information: '
|
Cash paid during the year for income taxes |

1

|

See accompanying Notes to Financial Statements.
i

]



HERITAGE FUND DISTRIBUTORS, INC.
(a whotly-owned subsidiary of Heritage Asset Management, Inc.)

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS:

Heritage Fund Dastributors, Inc. (the "Company") a Florida corporation fofmed May, 20085, is a wholly-
owned subsidiary of Heritage Asset Management, Inc. ("HAM” or the “Parent”). HAM is a wholly-
owned subsidiary of Raymond James Financial, Inc. (“RJF”). The Company was capitalized September,
2005 and commenced operations July, 2006. The Company, a broker-dealer registered with the Securities
and Exchange Commission, is a member of the National Association of Securities Dealers (“NASD”).
The Company serves as principal underwriter for Heritage Mutual Funds by promoting and soliciting
orders for the purchase of shares of the Funds. !

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

t
]
]
|
Basis of presentation |
I

The Company conforms to its Parent's fiscal year end of the last day in the month of September. The
financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America, the more significant of which are summarized below.

Cash and cash eguivalents !

For the purpose of the statement of cash flows, the Company considers short term investments with an
initial maturity of three months or less to be cash equivalents. .

Property and equipment |

Property and equipment consists primarily of office furniture and equipment and is stated at cost less
accumulated depreciation. Depreciation of assets is provided using the straight line method for financial
reporting purposes over the estimated useful lives of the assets, which range!from two to five years.

Additions, .improvements and expenditures for repairs and maintenance jthat significantly extend the
useful life of an asset are capitalized. Other expenditures for repairs and maintenance are charged to
operations in the period incurred. Gains and losses on disposals of property and equipment are reflected
in the Statement of Operations in the period realized. i

|

!

{

Interest income

Interest income is recorded on the accrual basis.



Income taxes : i

The results of operations of the Company are included in the consolidated iﬁcome tax returns of RJF. The
Company utilizes the asset and liability approach defined in Statement of Financial Accounting Standards
(“SFAS™) No. 109 "Accounting for Income Taxes". SFAS No. 109 requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of temporary differences between the
financial statement amounts and the tax bases of assets and liabilities. |

The fiscal 2006 provision for income taxes was calculated on a separate company basis, and the Company
has recorded deferred tax assets and liabilities. Based on a tax sharing agréement, RJF requires payment
from the Company for the current portion of the tax provision and credits the Company for deferred tax
assets as they become realizable by RJF. At September 30, 2006, the Company had a receivable from
RJF for an income tax benefit of $302,765, which is reflected in receivablesi from affiliates.

Commitments and contingencies |

The Company recognizes liabilities for contingencies when there is an exposure that, when fully analyzed,
indicates it is both probable that a liability has been incurred and the amo;unt of loss can be reasonably
estimated. When a range of probable loss can be estimated, the Company accrues the most likely amount,
no less than the minimum of the range of probable loss. |

Use of estimates |
. |

The preparation of the financial statements in conformity with accounting pﬁnciples generally accepted in
the United States of America requires management to make estimates an'ld assumptions that affect the
reported amounts of assets, liabilities, income, expenses, and disclosure of contingent assets and

liabilities. Actual results could differ from those estimates. |

NOTE 3 - NET CAPITAL REQUIREMENTS: - t _

As a registered broker-dealer, the Company is subject to the Uniform Nelt Capital Rule (Rule 15¢3-1)
under the Securities Exchange Act of 1934. The Company has elected to use the alternative method,
permitted by the Uniform Net Capital Rule, which requires that the Company maintain minimum net
capital, as defined, equal to the greater of $250,000 or 2% of aggregate d%ﬂblt items arising from client
transactions. At September 30, 2006, the Company had no aggregate debit items and therefore the
minimum net capital of $250,000 is applied. I

. September 30,
| 2006
: i
Net capital '$ 1,669,037
Less: required net capital ! {250,000)
Excess net capital . A '$ 1,419,037



NOTE 4 - RELATED PARTY TRANSACTIONS:

The Company participates with its Parent and affiliates in certain expense sharing agreements. The
Company was charged approximately $139,405 for certain communications, administrative, business
development, incentive compensation, employee benefit and other expenses allocated from varous
affiliated companies. These charges have been reflected in the related expense line item on the
accompanying Statement of Operations. *
Payable to affiliates of $91,675 at September 30, 2006 and receivable from affiliates of $302,765 at
September 30, 2006 reflect amounts payable and receivable for these related party transactions.

a

1

NOTE 5 - BENEFIT PLANS: '

The Company participates in various qualified and non-qualified savmgsE incentive and stock plans of
RJF along with other affiliated companies. RIJF allocates the cost of lprovndmg these plans to the
Company based on cost per employee. The qualified plans include 401(k) incentive stock option,
employee stock purchase, profit sharing and employee stock ownership plans The 401(k) plan provides
for the Company to match 100% of the first $500 of compensation and 50% of the next $500 of
compensation deferred by each participant annually. As approved by the RJF Board of Directors, the
incentive stock option plan grants options on RJF stock to key management employees. The employee
stock purchase plan allows employees to purchase shares of RJF common stock on four specified dates
throughout the year at a 15% discount from market value, subject to certain limitations. The profit
sharing and employee stock ownership plans provide certain death or retilement benefits for employees
who meet certain service requirements. Such benefits become fully vested after seven years of qualified
service. Non-qualified plans, available only to select employees, mclude deferred long-term incentive
compensation, stock bonus, stock options, retention programs and employee investment funds. Qualified
and non-qualified plan compensation expense includes approximately $38 045 in aggregate for stock
options and contributions to the plans in 2006. o




NOTE 6 - FEDERAL AND STATE INCOME TAXES:

Income tax benefit consists of the following:

September 30, 2006
Current Deferred Total
Federal $ (257,596) $ (9,523) $ (267,119)
State (45,169) (1,584) (46,753)
Total $ (302,765) § (11',107) $ (313,872)

The Company's effective tax rate on pretax loss differs from the statutory |federal income tax
rate due to the following: ?

1

!
Sepltember 30, 2006

Amount Percent
-
Federal taxes at statutory rate $  (288,801) 35.0
State income taxes, net of federal benefit (30',3 89) 3.7
Nondeductible meals & entertainment ' 5,318 (0.7)
Total § 313l87 38.0

1
Deferred income taxes at September 30, 2006 reflect the impact of temporary differences between
amounts of assets and liabilities for financial statement purposes and such amounts as measured by tax
laws. The temporary differences give rise to deferred tax assets and liabilities, which are summarized
in the table below:

‘ September 30,
| 2006
Deferred tax assets: ’
Accrued expenses , $ 11,687
Total deferred tax assets | 11,687
!
Deferred tax liabilities: |
Capital expenditures , (580)
Total deferred tax liabilities ‘ (580)
Net déferred tax assets ' $ 11,107

The Company has recorded a deferred tax asset at September 30, 2006.! No valuation allowance as
defined by SFAS No. 109 is required at September 30, 2006. Management believes that a valuation

. . . | . .
allowance is not necessary because it is more likely than not the deferred tax asset is realizable.
|

[
|
|
!

v
i
|




NOTE 7 - COMMITMENTS AND CONTINGENCIES:

As a result of the extensive regulation of the securities industry, the Company is subject to regular reviews
and inspections by regulatory authorities and self-regulatory organizations, which can result in the
imposition of sanctions for regulatory violations, ranging from non-monetary censure to fines and, in
serious cases, temporary or permanent suspension from business. Injaddition, from time to time
regulatory agencies and self-regulatory organizations institute investigations into industry practices, which
can also result in the imposition of such sanctions.

The Company is not a defendant or co-defendant in any lawsuits and arbitra;tions at this time.

i

NOTE 8 — SUBSEQUENT EVENTS:

In October 2006, HAM contributed certain receivables aggregating to $1,235,658 and was treated by the
Company as additional paid-in capital. |

i
1
|




HERITAGE FUND DISTRIBUTORS, INC.

b,

SCHEDULE

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS

PURSUANT TO RULE 15C3 ]
: : September 30, 2006

Stockholder's equity
Nonallowable assets:
Receivable from affiliates
» Property and equipment, net
" Total nonallowable assets
Capital before haircuts on securities positions
Haircuts on securities positions
Net capital
Minimum net capital:
The greater of $250,000 or 2% of aggregate debit items arising from

client transactnons

Excess net capital

No material differences exist between the above computation and the computation of net capital
under rule 15¢3-1 filed with the Company’s September 30, 2006 FOCUS report. Therefore, no

|
i
3
I
E
E

$ 1,994,481

313,871

' 8,018

321,889

1,672,592

3,555

1,669,037

250,000

51419057

reconciliation of the two computations is deemed necessary.

See accbmpanying Independent Auditors' Report!

1




HERITAGE FUND DISTRIBUTORS, INC.

t SCHEDULE II

COMPUTATION FOR DETERMINATION OF RESERVE REOUIREMENTS

FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3

The Company is exempt from customer reserve requirements and providiﬁg information relating

September 30, 2006

+
1
|
]

to possession or control of securities pursuant to Rule 15¢3-3 of the Securities and Exchange

Act of 1934, The Company meets the exemptive provisions of Paragraph (k)(2)(ii) of the rule.

See accompanying Independent Auditors' Report.

|
I
i
!
}
)
|




KPMG LLP

Suite 1700

100 North Tampa Street .
Tampa, FL 33602

e

' Ty
'

: . Independent Auditors’ Report on Internal Control Pursuant to Rule 17a-5

i

The Board of Directors and Stockholder . : . 1 '
Hentage Fund Distributors, Inc.: ot -

'
i

L ! !
In plannmgland perfonmng our audlt of the financial statements of Hentage Fund Distributors, .Inc. (a
wholly owned subsidiary of Heritage Asset Management, Inc.) (the Company) for the year ended
' September 30, 2006, we considered its internal control, including contr'ol activities for safeguarding
‘ securities, in order to determine our auditing procedures for the purpose of ' expressmg our opinion on the
financial statements and not to prov1de assurance on internal control.

l
Also, as requlred by rule 17a-5(g)(1) of the Securities and Exchange Comnnssmn (SEC), we have made a

study of the practices and procedures followed by the Company, mcludn'xg tests of compliance with such
pracnces and procedures that we considered relevant to the objectives stated lm rule 17a-5(g) in making the
periodic computatlons of aggregated debits and net capital under rule 17a-3(a)(1 1); and for determining
compliance w1th exemptive provisions of rule 15¢3-3. Because the Company does not carry securities
; accounts’ for clients or perform custodial functions relating to chient sécu‘ntxes we did not review the
. practices and procedures followed by the Company in any of the followmg

i 1. Makmg the quarterly securities examinations, counts, venﬁcatllon.]s and comparisons, and the
E recordatlon of differences required by rule 17a-13; i

2, Complylng with the requirements for prompt payment for securmes under Section 8 of Federal
' Reserve Regulation T of the Board of Governors of the Federal Reservie System; and

o 3. Obtmmng and maintaining physical possession of all fully paid and excess margin securities of
O customers as required by Rule 15¢3-3.

{ The management of the Company is responsible for establishing and mamtammg internal control and the
; practices-and procedures referred to in the preceding paragraph. In fulfilhng 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 ab()ve-mentloned objectives. Two of the
objectives of intemnai control and the practices and procedures are to provnde management with reasonable
but not absolute assurance that assets for which the Company has resp0n51b1hty are safeguarded against
loss from unauthonzed use or dlsposmon and that transactions are cxecuted in accordance with
management s authorization and recorded properly to permit the prepall'atlon of financial statements in
conforrmty w1th U:S. generally accépted accounting prmc;ples Rule 17a- S(g) lists additional ob_]ectwes of
the practices'and procedures listed in the precedmg paragraph.

R

i

KPMG LLF a U.5, limited liability partnership, is the US i
member firm of KPMG international, a Swiss cooperative,

\
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Because of mherent limitations in internal control or the practices and prpcedures referred to above, error
or frand 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 chrf.mges in conditions or that the
effectiveness of their design and operation may deteriorate. Our consuieratlon of internal control would not
necessarily disclose all matters in internal control that might be matenal weaknesses under auditing
standards generally accepted in the United States of America. A material weakness is a condition in which
the design or operation of the specific internal control components does not reduce to a relatively low level
the risk that misstatements caused by error or fraud in amounts that would be materlal in relation to the
financial statements being audited may occur and not be detected within 'at tlmely period by employees in
the normal course of performing their assigned functions. However, we m;ted no matters involving internal
control, 1nc1udmg control activities for safeguardmg secuntles that we consnder to be materlal weaknesses
as defined above. . : |

We understand that practices and procedures that accomplish the objectvi.'es referred to in the second
paragraph of this report are considered by the SEC to be adequate for 1ts}purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practlces and procedures that do not
accomplish such objectives in all material respects indicate a material madequacy for such purposes. Based
on this understandmg and on our study, we believe that the' Company’ s practices and procedures were
adequateat September 30, 2006, to meet the Commissions’ objectives. ‘

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the New York Stock Exchange, Inc., 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. !

KPMe LLP |

November 28, 2006
Certified Public Accountants
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Heritage Fund Distributors, Inc.

{a wholly-owned subsidiary of Heritage Asset Management, Inc.)

STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2006

ASSETS

Cash and cash equivalenis.... $ 1,899,769

Income tax receivable from afﬁhates 302,765
Property and equipment, less aocumulaied
depreciation of $1.342 ... 8,018
Deferred income taxes, ne 11,107
$__2.221659
LIABILITIES AND STOCKHOLDER'S EQUITY
Accrued compensation, commissions and benefits.............o.oveee $ 135,503
Payables 10 affiliates ... e 91,675
227178
Commitments and contingencies {Note 7)
Stockholder's equity: )
Common stock - $.01 par value; authorized 100 shares,
issued and cutstanding 100 shares 1
Additional paid-in capital .. 2,499,958
Retained deficit ... (505.5189)
1,994,481
$_2,221,659

NOTES TO STATEMENT OF FINANCIAL CONDITION
NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS:

Heritage Fund Distributors, Inc. {the "Company"} a Florida corporation formed May,
2005, is a wholly-owned subsidiary of Hertage Asset Management, Inc. {"HAM® or the
“Parent), HAM is a wholly-owned subsidiary of Raymond James Financial, Inc. ("RJF™).
The Company was capitalized September, 2005 and commenced operations Juty,
2006. The Company, a broker-dealer registered with the Securities and Exchange
Commission, is a member of the National Association of Securities Dealers (*NASD").
The Company serves as principal underwriter for Heritage Mutual Funds by promoting
and soliciting orders for the purchase of shares of the Funds.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of presentation

The Company conforms to its Parent's fiscal year end of the Iast day in the month of
September. The staterment of financial condition is prepared in accordance with
accounting principles generally accepted in the United States of America, the more
significant of which are summanzed below.

Cash and cash equivalents

The Company considers short-term investments with an initial maturity of three
months or less to be cash equivalents.
Property and equipment

Property and equipment consists primarily of office furniture and equipment and is
stated at cost less accumulated depreciation. Depreciation of assets is provided using
the straight line method for financial reporting purposes over the estimated useful lives
of the assets, which range from two to five years.

Additions, improvements and expenditures for repairs and maintenance that
significantly extend the useful life of an asset are capitalized. Other expenditures for
repairs and maintenance are charged to operations in the peried incurred.

Income taxes

The results of cperations of the Company are included in the consolidated income
tax retums of RJF. The Company utilizes the asset and liability approach defined in
Staterment of Financial Accounting Standards ("SFAS") No. 109 "Accounting for Income
Taxes". SFAS No. 109 requires the recognition of deferred tax assets and liabilities for
the expected future 1ax consequences of temporary differences between the financial
statement amounts and the tax bases of assets and liabilities,

The fiscal 2008 provision for income taxes was calculated on a separate company
basis, and the Company has recorded deferred tax assets and liabilities. Based ona
tax sharing agreement, RJF requires payment from the Company for the cumrent portion
of the tax provision and credits the Company for deferred tax assets as they become
realizable by RJF. At September 30, 2008, the Company had a receivable from RJF for
an income tax benefit of $302,765, which is reflected in receivables from affiliates.

Commitments and contlr:\gencies

The Company recognizes labilities for contingencies when there is an exposure that,
when fully analyzed, indicates it is both probable that a liability has been incurred and
the amount of loss can be reasonably estimated. When a range of probable loss can
be estimated, the Company accrues the most likely amount, no less than the minimum
of the range of probable loss.
Use of estimates

The preparation of the statement of financial condition in conformity with accaunting
principles generally accepted |n the United States of America requires management to
make estimates and assumptlons that affect the reported amounts of assets, liabilities,
income, expenses, and dlsclosure of contingent assets and liabilities. Actual resums
could differ from those esumate;

NOTE 3 - NET CAPITAL REQUIREMENTS:

As a registered broker-dealer, the Company is subject to the Uniform Net Capital
Rue (Rule 15¢3-1) under the Securities Exchange Act of 1934, The Company has
elected to use the altemnative method, permitted by the Uniform Net Capital Rule, which
requires that the Company méinm_in minimum net capital, as defined, equal to the
greater of $250,000 or 2% of aggregate debil items arising from client {ransactions, At
September 30, 2006 the Company’s net capital was $1,668,037. The Company had no
aggregate debit items and therefore the minimum net capital of $250,000 is applied,
resulting in excess net capital of $1,418.037.

NOTE 4 - RELATED PARTY TRANSACTIONS:

The Company participates with its Parent and affiliates in ceriain expense sharing
agreements, Payable to affiliates of $91,675 at September 30, 2006 and receivable
from affiliates of $302,765 at September 30, 2006 reflect amounts payable and
receivable for these refated party transactions.

NOTE 5 - BENEFIT PLANS: ]

The Company participates in various qualified and non-gualified savings, incentive
and stock plans of RJF along with other affiliated companies. RJF allocates the cost of
providing these plans to the Company based on cost per employee. The qualified plans
include 401(k), incentive stock option, employee stock purchase, profit sharing and
employee stock ownership plans. The 401(k) plan provides for the Company to match
100% of the first $500 of compensation and 50% of the next $500 of compensation
deferred by each participant annually. As approved by the RJF Board of Directors, the
incentive stock option plan grants options an RJF stock to key management employees.
The employee stock purchase plan allows employees 10 purchase shares of RJF
common stock on four specified dates throughout the year at a 15% discount from
market value, subject to certain limitations. The profit sharing and employee stock
ownership plans provide ceriain death or retirement benefits for employees who meet
certain service requirements. Such benefits become fully vested after seven years of
qualified service. Nun-qualiﬁei:i plans, available only to select employess, include
deferred long-term incentive compensation, stock bonus, stock options, retention
programs and employes investment funds.

NOTE 6 - FEDERAL AND STATE INCOME TAXES:

Deferred income taxes as of September 30, 2008 reflect the impact of temporary
difierences between amounts of assets and liabilities for financial statement
purposes and such amounts as measured by tax laws. The temporary differences
give rise to deferred tax assetsland liabilities, which are summarized below:

b

Deferred tax assets: 1

Accrued expenses .. 3 11,687
Total deferred tax assets..... 11,687
Deferred tax liabilities: .

Capital @XPEnditUIBS ...l eerrsr s resesrs e eeeeeeees {580}
Total deferred tax Habiliies......|....c.cvoocriicsricsricnirc {580)

|

Net deferred tax assets.. ! $ 11,107

The Company has recorded a deferred tax asset at September 30, 2008. No
valuation allowance as defined by SFAS No. 109 is required at September 30, 2006.
Management believes that a valuation allowance is not necessary because it is more
likely than not the deferred tax assel Is realizable.

NOTE 7 - COMMITMENTS AND CONTINGENCIES:

As a result of the extensive regulation of the securities industry, the Company is
subject to regular reviews and inspections by regutatory authorities and self-regulatory
organizations, which can result in the imposition of sanctions for regufatory violations,
ranging from non-monetary censure 10 fines and, in serious cases, temporary ar
permanent suspension from business. In addition, from time to time regulatory
agencies and self-regulatory urgamzauons institute investigations into indusiry practices,
which can also resutt in the lmposmon of such sancticns.

The Company is not a defendanl or co-defendant in any lawsuits and arbitrations at
this time.

NOTE 8 - SUBSEQUENT g\ﬂ!NTS:

in October 2008, HAM contributed certain receivables aggregating to $1,235,658

and was treated by the Company as additional paid-in capital.



Independent Auditors’ Report

The Board of Directors and Stockhotder
Raymond James Financial Services, Inc.:

We have audited the accompanying statement of financial condition of Heritage
Fund Distributors, Inc. (a2 wholly owned subsidiary of Heritage Asset Management,
Inc.) {the Company) as of September 30, 2006, that you are filing pursuant to rule
17a-5 under the Securities Exchange Act of 1834, This financial statement is the
responsibility of the Company’s management.  Our responsibility is to express an
opinton on this financial statement 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 statement of
financial condition is free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing 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 over financial
reporting. Accordingly, we express no such opinion. An audit of a statement of
financial condition also includes examining, on a test basis, evidence supporting the
amounts and disclosures in that statement of financial condition, assessing the
accounting principles used and significant estimates made by management, as well
as evaluating the overall statement of financial condition presentation. We believe
that our audit of the statement of financial condition provides a reasonable basis for
our opinion. .

In our opinion, the statement of financial condition referred to above presents

fairty, in all material respects, the financial position of the Company at September
30, 20086, in conformity with U.S. generally accepted accounting principles.

KPMme up

November 28, 2006
Certified Public Accountants
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