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Sanville & Company
(Name - §findividual, state last, first, middle name)
1514 Old York Road Abington PA 19001
{Address) (City) ﬁle) (Zip Code)
CHECK ONE: ROCESSED
B Certified Public Accountant
[ ] Public Accountant M
[J Accountant not resident in United States or any of its possessions. ;7 AR 0 8 2007
FOR OFFICIAL USE ONLY THOMSOM
FINANCIAL

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by u statement of fucts and circumstances relied on as the basis for the exemprtion. See section 240.17a-5(e)(2).

SEC 1410(3_91) pah!nh'af,uerdon;: wl’eo are lo #ejponJ to f/at ro/’tth'ou o/ iu/’urmu[n'on
containad in this /arm are nal raauirznf la n:,nnu(/ wnless the form d'ig'p!ayj - 4
w currently valid OWE conivel mumber. )

© 2001 ProFormWare/NCS  800-800-3204



1, Daniel V. Hughes III

OATH OR AFFIRMATION

, swear {or affirm) that, 1o the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
InCap Securities, Inc.

, as of

September 30, , 2006, are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, cxcept as follows:

)

By G

Signature

M Financial Operations Principal

[

Notary Publié\_

COMMONWEALTH OF PENNSYLVANIA

Abingtor Twp., M
My Commigsicn =g

MARY ALICE BF-I"*'S, Notary Public

NOTARIAL SEAL ‘

ory County
<aiber 12, 2407 |

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

X (a)

X (b)

X (c)

X (a)

X (e)
XD

X (g}

X (hy
=K

& Gy
N/A [ (%)
X
N/A* [](m)

N/A [(n)
X0}

Facing page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Cash Flows.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

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 Rulc 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation,

An Qath or Affirmation.
A copy of the SIPC Supplemental Report,

A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
Independent Auditor’s Report on Internal Accounting Control.

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

*Minimum assessment in effect.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
InCap Securities, Inc.

We have audited the accompanying statement of financial condition of InCap Securities, Inc. as of
September 30, 2006 and the related statements of income, changes in stockholder's equity, changes in
liabilities subordinated to claims of general creditors, 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. Our responsibility is to express an opinion on these
financial 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
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 respects, the
financial position of InCap Securities, Inc. as of September 30, 2006, and the results of its operations and
its cash flows for the year then ended, in conformity with accounting principles generally accepted in the
United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II (including information relating to the
possession or control requirements) is presented for purposes of additional analysis and is not a part of the
basic financial statements, but is supplementary information required by Rule 17a-5 under the Securities
Exchange Act of 1934. 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.

’
Abington, Pennsylvania M [

February 5, 2007 Certified Public Ac




INCAP SECURITIES, INC.
Statement of Financial Condition

September 30, 2006

ASSETS

Cash and cash equivalents $ 4

Accounts receivable 12,000

Due from affiliates (Note 3) 77,365

Prepaid expenses 275
Total assets $ 89,644

LIABILITIES AND STOCKHOLDER'S EQUITY

Accounts payable and accrued expenses $ 5,369

Total liabilities 5,369

Commitments and contingent liabilities

Stockholder's Equity:
Common stock issued and outstanding - 100 shares,

authorized - 100 shares 10,000
Additional paid-in capital 66,430
Retained earnings 7,845

Total stockholder's equity 84,275
Total liabilities and stockholder's equity $ 89,644

The accompanying notes are an integral part of these financial statements.
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INCAP SECURITIES, INC.
Statement of Income
For the Year Ended September 30, 2006

REVENUE
Management and consulting fees $ 54,268
Interest 8
Total revenue 54,276
EXPENSES
Commissions 22,400
Administrative fees 5,650
Regulatory fees and expenses 4,167
Professional fees 3,600
Bad debts and errors 6,160
Other 249
Total expenses 42,226
Income before income taxes 12,050

Provision for income taxes -

Net income $ 12,050

The accompanying notes are an integral part of these financial statements.
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INCAP SECURITIES, INC.
Statement of Changes in Stockholder's Equity
For the Year Ended September 30, 2006

Common Common Additional Total
Stock Stock Paid-In Retained Stockholder's
Shares Amount Capital Earnings Equity
Balance at October 1, 2005 100 $ 10,000 § 66430 $ ( 4205 $ 72,225
Net income - - - 12,050 12,050
Balance at September 30, 2006 100 $ 10,000 $ 66430 § 7,845 $ 84,275

The accompanying notes are an integral part of these financial statements.
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INCAP SECURITIES, INC.
Statement of Changes in Subordinated Borrowings
For the Year Ended September 30, 2006

Subordinated borrowings at October 1, 2005 $
Increases:

Decreases:

Subordinated borrowings at September 30, 2006 $

The accompanying notes are an integral part of these financial statements.
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INCAP SECURITIES. INC.
Statement of Cash Flows
For the Year Ended September 30, 2006

Cash flows from operating activities:
Net income $

Changes in assets and liabilities:

(Increase) decrease in assets:
Accounts receivable
Due from affiliates (Note 3)
Prepaid expenses

Increase (decrease) in liabilities:
Accounts payable and accrued expenses
Accrued income taxes

Net cash expended in operating activities

Net decrease in cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $

Supplemental disclosures of cash flow information
Cash paid during the year for:
Interest paid
Income taxes $

o3

The accompanying notes are an integral part of these financial statements.
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12,050
( 5,703)
( 19,412)

453

4,968
( 119)
( 7,763)
( 7,763)

7,767
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INCAP SECURITIES. INC.
Notes to Financial Statements
September 30. 2006

BUSINESS ACTIVITY

InCap Securities, Inc. (the "Company") is a wholly-owned subsidiary of InCap Group, Inc.
(*“Group™). The Company's business consists of investment banking and management and consulting
services to open-ended, diversified management investment companies.

SIGNIFICANT ACCOUNTING POLICIES

The Company uses the accrual basis of accounting for financial statement reporting. Generally
accepted accounting principles require management under certain circumstances to use accounting
estimates. Actual results could differ from these estimates.

The Company includes as cash and cash equivalents amounts invested in money market accounts.

Substantially all of the Company’s financial assets and liabilities are carried at market value or at
amounts that, because of short-term nature of the financial instruments, approximate current fair
value.

The Company recognizes a bad debt when it is known the amount is uncollectible. This is not
materially different than a provision for bad debits.

The Company has previously been included in a consolidated Federal tax return with its parent
company, Group. The Company recognizes its pro-rata share of the consolidated group's federal
income taxes. State income taxes are filed on an individual company basis.

The preparation of financial statements in conformity with generally accepted accounting principals
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 amounts of revenues and expenses during the reporting period. Actual results may
differ from those estimates and assumptions.

TRANSACTIONS WITH AFFILIATES

The Company has both advanced affiliates funds and borrowed funds from affiliates during the year
ended September 30, 2006. At September 30, 2006 the following amounts are due from (due to)
affihates:

InCap Service Company (“Service Co.”) $ 76,807

Equity Income Advisors 538

$_77.365




INCAP SECURITIES. INC.

Notes to Financial Statements (Continued)
September 30. 2006

TRANSACTIONS WITH AFFILIATES (Continued)

Service Co. provides personnel and office facilities to the Company. For such services Service Co.
charged the Company an administrative fee of $5,650 for the year ended September 30, 2006. Certain
of the directors and officers of the Company are affiliated with Service Co.

NET CAPITAL AND RESERVE REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(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 15 to 1. At September 30,
2006, the Company had net capital of $6,635 which was $1,635 in excess of its required net capital of
$5,000. The Company's net capital ratio was .98 to 1.

The Company is exempt from SEC Rule 15¢3-3 (Reserve Requirements) under Section (k)(2}A) of
that Rule. The Company's business consists exclusively of distribution of shares of registered
investment companies.

SUBSEQUENT EVENT

The Company is delinquent in filing its annual audit report which was due sixty days from its year
end. On January 5, 2007 the NASD suspended the Company from membership. The result of the
suspension was the Company could not conduct a securities business. The Company shall be
reinstated into NASD membership upon filing its annual report.

The NASD may take disciplinary action against the Company which could result in fines that could
have a financial impact on the Company.




Schedule |
INCAP SECURITIES, INC.
Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission
| September 30, 2006

COMPUTATION OF NET CAPITAL
Total stockholder's equity $ 84,275

: Deduct stockholder's equity not allowable for Net Capital: -

Total stockholder's equity qualified for Net Capital 84,275

Deductions and/or charges:
Non-allowable assets:
Accounts receivable -

Due from affiliates 77,365
Prepaid expenses 275
Total non-allowable assets 77,640
Net Capital $ 6,635

COMPUTATION OF AGGREGATE INDEBTEDNESS

Total aggregate indebtedness liabilities from Statement of Financial Condition

Accounts payable and accrued expenses $ 5.369
Total aggregate indebtedness $ 5,369
Percentage of aggregate indebtedness to Net Capital 81%

Percentage of debt to debt-equity total computed in accordance with Rule 15¢3-1(d) -
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Schedule I (Continued)

INCAP SECURITIES, INC.
Computation of Net Capital Under Rule 15¢3-1

of the Securities and Exchange Commission
September 30, 2006

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum Net Capital (6 2/3% of $5,369) $ 358

Minimum dollar Net Capital requirement of reporting broker or dealer

and minimum Net Capital requirement $ 5,000
Net Capital requirement $ 5,000
Excess Net Capital $ 1,635
Excess Net Capital at 1000% $ 6,098

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION IN COMPANY'S UNAUDITED FOCUS REPORT

Computation of Net Capital Under Rule 15¢3-1

No material difference exists between the broker's most recent, unaudited, Part [1A
filing and the Annual Audit Report.
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Schedule 1
INCAP SECURITIES. INC.
Computation For Determination of the
Reserve Requirements Under Rule 15¢3-3

of the Securities and Exchange Commission
September 30, 2006

The Company is exempt from the provisions of Rule 15¢3-3 in accordance with
Section (K)(2)(A).

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION IN COMPANY'S UNAUDITED FOCUS REPORT

Computation for Determination of Reserve Requirements Under

Exhibit A of Rule 15¢3-3
No material difference exists between the broker's most recent, unaudited, Part [IA
filing and the Annual Audit Report.
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Board of Directors
InCap Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
InCap Securities, Inc. (the Company) for the year ended September 30, 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 the 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 periodic
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 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.

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 the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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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 the 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 1o 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 September 30, 2006, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, NASD and other regulatory agencies which 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.

= /
Abington, Pennsylvania X ,/byw'z//f{—‘; \,/1/)}{
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