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OATH OR AFFIRMATION
I, Mervyn Lapin | ' , swear (or affirm) that, fo the
best of my-knowledge and belief, the accompanying financial statement and supporting schedules pertaining to-the firm of
Vail Securities Investment, Inc. : , as of
July 31 20_06 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or directot has any proprietary interest in any account
classified solely as that of a customer, except as follows:

v Signature

President
Title

M Htie | R
Notary Public - -

LOYW IMLAO e piroa 3lolo7

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

(a) Facing Page.

(b) Statement of Financial Conditicn.

(c¢) Statément of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partriers' or Sole Proprictors' 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) 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¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. '

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. :

(n ) A report descrlbmg any material inadequacies found to exist or found to have existed since the date of the previous audit.

I I e T T [oefseoeloe] [oefielse]<]z

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McMAHAN AND ASSOCIATES, L.L.C.

Certified Public Accountants and Consultants

WEB SITE: WWW.MCMAHANCPA.CO

SuITE 222/Avon CENTER TELEPHONE: (270) 845-880
1 OO WEST BEAVER CREEK BLVD. FacsiMILE: (©970) 845-085
P.O. Box 5850 Avon, CO 81620 E-MAIL: MCMAHAN@MCMAHANCPA.CO

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Vail Securities Investment, Inc.
Vail, Colorado

We have audited the accompanying statement of financial condition of Vail Securities Investment, Inc.
(“Company”), a Colorado corporation, as of July 31, 2006, and the related statements of income, changes
in stockholder’s equity, and cash flows for the year then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. 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 examining, on a test basis, evidence
supporting the amounts and disclosures in the financial 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 reasonable basis for our
opinion.,

In our opinion, the financial statements referred to above present fairly, in all material aspects, the
financial position of Vail Securities Investment, Inc. as of July 31, 2006, and the resuits of its operations
and its cash flows for the year then ended in conformity with U.S. generally accepted accounting
principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information on pages 9 — 13 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 of
the Securities and Exchange Commission. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

%M Ma/yf;wﬁ& e

McMahan and Associates, L.L.C.
August 16, 2006

Performing services throughout Colorado
D. Jerry McMahan, C.P.A. Daniel R. Cudahy, C.P.
Paul J. Backes, C.P.A. Michael N. Jenkins, C.A., C.P.

Members: American Institute of Certified Public Accountants/Colorado Society of Certified Public Accountants
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Vail Securities Investment, Inc.

(A Colorado Corporation)

Statement of Financial Condition

July 31, 2006

Assets:
Cash in banks and short-term funds
Due from clearing account - Commissions receivable
Due from shareholder
Deposit
Marketable securities

Total Assets

Liabilities and Stockholder's Equity:

Liabilities:
Accounts payable
Total Liabilities
Stockholder's Equity (Notes 6 & 7):
Common stock without par value -
50,000 shares authorized,
110 shares issued and outstanding
Paid-in capital
Retained earnings

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity .

Allowable in

Non-Allowable

Capital in Capital
Computation Computation Total
224,801 - 224,801
8,244 - 8,244
- 489,077 489,077
25,000 - 25,000
- 179,725 179,725
258,045 668,802 926,847
Aggregate Non-Aggregate
Equity Equity Total
16,890 - 16,890
16,890 - 16,890
212,494 - 212,494
350,000 - 350,000
347,463 - 347,463
909,957 - 909,957
926,847 - 926,847

The accompanying notes are an integral part of these financial statements.




Vail Securities Investment, Inc.
(A Colorado Corporation)
Statement of income
Year Ended July 31, 2006

Income:
Commissions 206,203
Investment income 61,312
Gain on firm securities trading 142,025
Total Income ‘ 409,540

Expenses:
Commissions 190,352
Communications 6,731
Promotional costs 92,727
Regulatory fees and expenses 38,132
Clerical and administrative expenses 45,736
Other operating expenses 17,862
Total Expenses : 391,540

Income Before Income Taxes 18,000

Income tax expense:

Current . ) -

Deferred . -
Net Income for the Year 18,000
Income per share of common stock (Note 7) 164

The accompanying notes are an integral part of these financial statements.
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Vail Securities Investment, Inc.
(A Colorado Corporation)
Statement of Changes in Stockholder's Equity
Year Ended July 31, 2006

Common Paid-In Retained

Stock Capital Earnings
Balance - July 31, 2005 212,494 350,000 329,463
Income for year ended July 31, 2006 - - 18,000
Balance - July 31, 2006 212,494 350,000 347,463

The accompanying notes are an integral part of these financial statements.
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Vail Securities Investment, Inc.
(A Colorado Corporation)
Statement of Cash Flows
Year Ended July 31, 2006

Cash Flows from Operating Activities:
Net income for the Year ' 18,000

Adjustments to reconcile Net Income ‘
to Net Cash (Used) by Operating Activities:
Market value adjustment - Marketable securities (55,250)
Changes in assets and liabilities: _
Commissions receivable ) 1,438
Due from shareholder . (283,083)
Marketable securities 13,975
Accounts payable 16,890
Total Adjustments {46,030)

Net Cash (Used) by Operating Activities (28,030)

Net (Decrease) in Cash and Cash Equivalenté {(28,030)

Cash and Cash Equivalents - End of the Year 224,801

Cash and cash equivalents are comprised of the following:
Cash in banks and short-term funds 224,801

Income taxes paid during year -

The accompanying notes are an integral part of these financial statements.

I Cash and Cash Equivalents - Beginning of the Year I 252,831
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Vail Securities investment, Inc.
(A Colorado Corporation)
Notes to the Financial Statements
July 31, 2006

1. Organization and Nature of Business

Vail Securities Investment, inc. (the “Company”) is a broker-dealer registered with the U.S.
Securities and Exchange Commission (the “SEC”) and is a member of various exchanges and the
National Association of Securities Dealers (the “NASD”). The Company was incorporated in the
State of Colorado, pursuant to Articles of Incorporation filed March 31, 1971,

2, Summary of Significant Accounting Policies
A. Basis of Presentation

The financial statements include the accounts of the Company. The Company is
engaged in a single line of business as a securities broker-dealer, which comprises
several classes of services, including principal transactions, agency transactions,
investment banking, investment advisory, and venture capital businesses.

These financial statements have been prepared on the accrual basis of accounting which
recognizes revenues when earned or assessed and expenses when incurred.

B. Cash and Cash Equivalents

For purposes of the Statement of Cash Flows, the Company has defined cash
~equivalents as highly liquid investments, with original maturities of less than ninety days
which are not held for sale in the ordmary course of business.

C. Allowance for Doubtful Accounts

The Company utilizes the allowance method of recognizing the future potential
uncollectibility of receivables. No allowance for bad debts was recorded at July 31, 2006
since all receivables were considered collectible.

D. Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date,
as if they had settled. Profit and loss arising from all securities and commodities
transactions entered into for the account and risk of the Company are recorded on a trade
date basis. Customers’ securities and commodities transactions are reported on a
settlement date basis with related commission income and expenses reported on a trade
date basis.

Amounts receivable and payable for securities transactions that have not reached their
contractual se’ttlement date are recorded net on the Statement of Financial Condition.

Marketable securities are valued at market value, and unrealized gains and losses are
included in current period earnings.

E. Commissions

Commissions'and related clearing expenses are recorded on a trade date basis as
securities transactions occur.




Vail Securities Investment, Inc.
(A Colorado Corporation)
Notes to the Financial Statements
July 31, 2006
(Continued)

Summary of Significant Accounting Policies (continued)
F. Income Taxes

The Company uses the liability method of accounting for income taxes, under which
deferred tax assets and liabilities are recorded for the estimated future tax effects of
temporary differences between the tax bases of assets and liabilities and amounts
reported in the accompanying balance sheet and for operating loss and tax credit carry
forwards. The amount of current and deferred taxes payable or refundable is recognized
as of the date of the financial statements, utilizing currently enacted tax laws and rates.
Deferred taxes expenses or benefits are recognized in the financial statements for the
changes in deferred tax liabilities or assets between years.

G. Use of Estimates

The preparation of financial statements in conformity with 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 statements and the reported amount of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Cash and Securities Segregated Under Federal and Other Regulations

As required by the Securities Exchange Act of 1934, the Company maintains a reserve bank
account and specifically identified Certificates of Deposits for the exclusive benefit of customers.
At July 31, 2006, the Company had a reserve requirement of $0.

Due from Shareholdér

The Company had a balance of $489,077 due from its sole stockholder at July 31, 2006, with no
fixed terms of repayment.

Marketable Securities

6,500 NASDAQ voting trust certificates, at market value . $ 179,725

included in investment income for the year ended July 31, 2006 is a net unrealized gain of
$55,250 in respect of the above securities.

Net Capital Requirements

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain a minimum net capital, as defined under such provisions. Net
capital and the related net capital ratio may fluctuate on a daily basis. At July 31, 2006, the
Company had net adjusted capital of $241,155 and a net capital requirement of $100,000.

The percentage of aggregate indebtedness to net capital was 0.7% and the percentage of debt to
debt-equity was 0%. '

Earnings per Share

Earnings per share of common stock was computed by dividing the Company'’s net income for the
fiscal year by the 110 shares of common shares outstanding for the year ended July 31, 2006.




Vail Securities Investment, Inc.
(A Colorado Corporation)
Notes to the Financial Statements
July 31, 2006
(Continued)

Related Party Transactions and Significant Customer

The Company is 100% owned and operated by a sole shareholder. The shareholder is a major
customer of the Company and is the primary broker.

Concentration of Credit Risk
The Company maintains its cash balances with a financial institution located in Vail, Colorado.

These balances are insured by the Federal Deposit Insurance Corporation up to $100,000. At
July 31, 2006, the Company’s uninsured cash balances totaled $128,380.




Vail Securities Investment, Inc.
(A Colorado Corporation)
‘Schedule!
Computation of Net Capital under Rule 15¢3-1
of the Securities and Exchange Commission
July 31, 2008

Computation of Basic Net Capifal Requirements:

Total ownership equity 909,957
Deduct: Non-allowab]e assets o _ (668,8022

Net capital 241,155
Aggregate indebtedness . 16,890
Minimum net capital required (6-2/3% of aggregate indebtedness) ' 1‘,126
Minimum dollar net capital requirement 100,000
Net capital requirement 100,000
Excess net cépifal o o ' . . | 141,155
Excess net capital at 1,000% . | : 239,466




Vail Securities Investment, Inc.
(A Colorado Corporation)
Schedule Il
Computation for Determination of Reserve Requirements under Rule 15¢3-3
of the Securities and Exchange Commission
July 31, 2008

Credits Debits

Free credit balances and other credit balances in ,
customers' security accounts - -

Customer failed to receive - -

Failed to deliver customer securities not older than 30
calendar days - -

Debit balances in customers' cash accounts excluding
unsecured accounts and accounts doubtful of
collection, less 1% haircut ~ - -

Total None None

Excess of total credits over debits None

Amount required to be on deposit in the Reserve Accounts -
105% of excess total credits over debits None

Amount on deposit in Reserve Accounts at July 31, 2006 None
Unfestr‘fcted amount on deposit in Reserve Accounts at July 31, 2006 None

Rééonciliation with Company's computation
included in Part Il of Form X-17A-5 as of July 31, 2006 : Co -None:
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Vail Securities Investment, Inc.
(A Colorado Corporation)
Schedule HI
Information for Possession or Control Requirements
under
Rule 15¢3-3 of the Securities and Exchange Commission
: July 31, 2006

Market valuation and the number of items of:

1. Customers’ fully paid and excess margin securities not in the
respondent's possession or control as of the report date (for which
instructions to reduce to possession or control had been issued as
of the report date but for which the required action was not taken by

respondent within the time frames specified under Rule 15¢3-3): 3 -
A. Number of items ‘ None

2. Customers' fully paid and excess margin securities for which
instructions to reduce to possession or control had not been
issued as of the report date, excluding items arising from
“temporary lags which result from normal business operations”

as permitted under Rule 15¢3-3: $ -
. A. Number of items ‘ None
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McMAHAN AND ASSOCIATES, L.L.C.

Certified Public Accountants and Consultants

WEB SITE: WWW.MCMAHANCPA.CONM
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM RULE 15¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors
Vail Securities Investment, Inc.
Vail, Colorado

In planning and performing our audit of the financial statements and supplemental schedules of Vail
Securities Investment, Inc. (the “Company”) for the year ended July 31, 2006, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on internal control.

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

1. Making quarterly securities examinations, counts, verifications, and comparisons, and
comparisons and recordation of differences required by Rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Performing services throughout Colorado
D. Jerry McMahan, C.P.A. Daniel R. Cudahy, C.P.;
Paul J. Backes, C.P.A. Michael N. Jenkins, C.A., C.P.s

Members: American Institute of Certified Public Accountants/ Colorado Society of Certified Public Accountants
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL STRUCTURE
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17-a5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM RULE 15¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION
(Continued)

Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of the
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 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 internal control, including control
activities for safeguarding securities, 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 SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures
were adequate at July 31, 2006 to meet the SEC's objectives, subject to the compliance findings reported
in National Association of Securities Dealers Examination No. 20060039765, dated June 13, 2006.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, 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.

Yy m el Asets LLe

McMahan and Associates, L.L.C.
August 16, 2006
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