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I, Jon Christiansen| \ i 2 , swear (or affirm) that, to the °

best of my, knowledge|and behef the accompanying ﬁnanmal statement and supporting schedules pertaining to the firm of
Dlllon-Gag_Securltles Incorporated - I 1L __,asof
December 31 | ,20__ 06 , are|true and correct. I further swear (or affirm) that neither the company

nor any partner proprtetor prmcnpal officer or dxrector has any proprietary interest in any account classified solely as that of
a customet, except as follows i
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This report** contams ‘(check all applicable boxes): ;
(a) Facing page } ’ ‘*

(b) Statement of Flnanc:tal Condmon

(c) Statement of Income (Loss) , , .

(d) Statement of Cash Flows. ' e

(e) Statement of Changes in Stockholders’ Equtty or Partners’ or Sole Proprletor s Capital.

(t) Statement of Changes in Liabilities Subordinated to Claims of Creditors. ‘

(g) Computanon of Net Capltal ' |

(h) Computatlon for Determmanon of Reserve Requirements Pursuant to Rule lSc3 3,

(1) Informatlpn Relatmg to the Possession or control Requirements Under, Rulé 15¢3-3.

G A Reconcrhanon mcludmg appropriate explanatlon of the Computation of Net Capital Under Rule 15c3 1 and

| the Computatron for Determination of the Reserve Requirements Under Ex.l'llbll A of Rule 15c3-3.

k) A Reconcrltanon between the audited and unaudtted Statements of Ftnancral Condmon with respect to methods
of consoltdatton i ;

(l) An Oath or Afﬁrmatlon ' ' L

(m) A copy of the SIPC Supplemental Report.’ fo

(n) A report ‘descrlbmg any material tnadequac1es found to exist or found to have existed since the date of the
previous autht - s C ot

[} (cI)) Independent auditor’s {eport on the mternal control as required by SEC rule 17a 5.

OO O OdOCAEEREES

i
**For conditions of conﬁdqnnal treatmem of certain port_rons of this filing, see section 240. 17a-5(e)(3).
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FPHILLIP V. GEORGE, PLLC

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Dillon-Gage Securities Incorporated .
¥

| |
We have audlted the accompanying statement of financial condition of Dillon-Gage Securities
Incorporated| as of December 31, 2006, and the related statements] of income, changes in
stockholders deficit, changes in liabilities subordinated to the claims; of general creditors and
cash flows for the year then ended that you are filing pursuant to rule l7a 5 under the Securities
E)\change Act of 1934. These financial statements are the respon51b1hty of the Company’s
management Our responsrblllty is to express an opinion on these ﬁnanmal statements based on
our audit. ‘. :

| .
We conducted our audit in accordance with auditing standards generall)} accepted in the United
States of Amerlca 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 mcludes examining, on a test basis, evidence supportmg the amounts and disclosures in
the ﬁnancral statements. An audit also 1ncludcs assessing the accountmg principles used and
Slgmﬁcant estlmates made by management, as well as evaluating the overall financial statement
presentatlon We believe that our audit provides a reasonable basis for our opinion.
Inl our opinion, the financial statements referred to above present falrly,,m all material respects,
the financial posmon of Dillon-Gage Securities Incorporated as of December 31, 2006, and the
results of 1ts|operat10ns and its cash flows for the year then ended, in eonforrmty with accounting
pr1nc1ples generally accepted in the United States of America. K

Our audit was conducted for the purpose of formmg an oplmon on the basic financial statements
taken as a whole. The information contained in Schedule I is presented | for purposes of additional
analy51s and is not a required part of the basic financial statements, but is supplementary
mformatlon requlred by rule 17a-5 under the Securities Exchange Act oﬂ 1934. Such information
has been subjected to the audltmg procedures applied in the audlt of the basic financial
statements and in our opinion, is fairly stated in all material respects in relation to the basic
ﬁnanc1al statements taken as a whole.

i
i 3
[ :_
! PHILLIP V. QEORGE, PLLC

Irvmg, Texas
February 16, 2007
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Cash 1 { ?
Recelvable from clearin
Income ta.xes recelvable from Parent
Clearmg dep051t

Prepald expensc,s

TOTAL ASSETS

:

Liabilities|

Comnnssu?ns payable
Payable to |related party

Subordlnated notes payable
. :

TOTAL L]ABILI'I;]ES !
i
Stockholders' Peﬁcit!
Ao

Common %tock 1,000, I000 shares
authorized, $.03 par value,

Addltlonal pald -in capltal
Accumulated deﬁcnt )
! 1

TOTAL STOCKHloLDERS' DEFICIT
|
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i
!
f
|
i
!
b
|
|

| o
See notes to financial statements.
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LIABILITIES!AND SITOCKHOLDERS' DEFICIT

|

l

December 31, 2006

]
b

g broker/dealer

3

| 240,001 !t;hares 1ssued and outstandmg

TOTAL LIAIBILILTIES AND STOCKHOL.DI;RS' DEFICIT
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DILLON-GAGE SECURITIES INCORPORATED
Statement of Financial Condition !

$ 60,643
al 536

25,419
6,024
100

5 92m

2,941
S 13,321
y 140,000

156,262

7,200

| 73.300
(144,040)

o " (63,540)

1 $ 92,722
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DILLON-GAGE SECURITIES INCORPORATED
Statement of Income :
Year Ended December 31, 2006

; Revenue'-

Insurgance .commiésions ‘ $ 840,100
Secugities :commi:ssions 1 23,871

: Other revénue 2,888

i

! TOTAL REVENUE. ' ‘ 866,859

| Expenses '

l Compensatlon and related costs 366,780
Pren}otlon o 382,975
Clearing charges ' 2,391

| Commumcatlons 16,327

I Inter?st to related party 11,927
Occupancy and eqmpment ‘ . 31,800

' Regulatory fees and expenses , , 5,009

\ Manz‘;lgement fees paid to related party | 47,500

| Other expenses i , 23,819

I , .

TOTAL EXPENSES 888,528
o i : _
| Net loss lb':fm_'e other.income and income tax benefit (21,669)
[ . e
Other Ilrcome (Lossf)
I .
I' Realized gain on marketable securities 8,442
I Unrealiz]ed loss on marketable securities (7,254)
' i
Net otheir income { 1,188
| Net loss|before income tax benefit (20,481)

|
Income tax beénefit |

Curr:ent | | 3 3,072
i Deferred : : S 22,347
| . . ——
|
| Total incqme tax: benefit , 25,419
! NET INCOME | - $ 4938

See ﬁotes to financial statements. 3
!

| i
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_' lBaIances at
|De.cembrarsl 2006

I
|
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See notes to financial statemen

Balances at ‘
DecemberGl 2005
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DILLON GAGE SECURITIES INCORPORATED
' Statement of Changes in Stockholders’ Deficit

' Year Ended December 31, 2006 P
g -
t g
: Additional g
| Common . Common Paid-in  Accumulated
! Shares | Stock Capital Deficit Total
l ! ; ¢ ‘
| . ,: s A
| 240,001 $ 7,200 § 73,300 f $(148,978) $ (68,478)
, : - - 114,938 4,938
I = .
: ) | ) i ‘
|_240,001 8 7200 8 73.300 | $(144.040) _$ (63,540)
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| .
DILLON-GAGE SECURITIES INCORPORATED
Statement of Changes in Liabilities Subordinated ,, !

) . to Claims of General Creditors
! Year Ended December 31, 2006

Balarce at Dece:mber31,20:05 S 140,000 !
Incre%ises i | -
| | '
Decreases i .
: |
Balance at December 31, 2006 | $ 140,000

| ) :
See notes to financial statements, 5
|

i O
i [




m —_— — — .__‘_,__ -

|

Cash flows from operating activities:
Net mcom% '
Adjustments to reconcile net income to net cash
used in operatmg actlvmes
Reahzed galn on marketable securities
Unreahzed loss on marketable securities
I Change in assets and liabilities:

Decrease in receivable from clearing broker/dealer
| Increasei in mcéme taxes receivable from Parent
| Decrease in advances to employees
! Deé;rease in commissions payable
E Inc]rease in payable to related party
|
|
|
|

Net cash used in operating activities

Cash ﬂowls from mvestmg activities:
Proceeds from slale of marketable securities

Net decrease in eash

Cash at begmmng of year
z

‘ Cash at end of year
1

]

upplemental disclosures of cash flow information:

Cash paid hurmg the year for:

——— ey —

Interest

Income taxes

See notes to financial statements ’ 6

" f
I T

i
DILLON-GAGE SECURITIES INCORPORATED
Statement of Cash Flows _
i ‘ Year Ended December 31, 2006 -

$ 4,938
(8,442)
7,254
29
(25,419)
1,000
; (40,640)
13,321

(47,959)

11,742

(36,217)
96,860

$ 60,643

5 1197
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: DIL&LON-GAGE SECURITIES INCORPORATED
l | Notes to Financial Statements

t

Nature of Blfjsiness and Summary of Significant Accounting Policies

!

f

Nature of Business:

Dillon-Gage : Securities Incorporated, dba Dillon-Gage Securities, Inc., (the
C;‘pmpfany) was organized in November 1981 as a Texas corporation and is a
spbsigliary ot; D-G Holding, Inc. (Parent). The Company's is a broker/dealer in
securities registered with the Securities and Exchange Commission (SEC). The
Company is a member of the National Association of Securities Dealers, Inc.
(NASD). The Company’s primary source of revenue is from insurance commissions
firom the sale of fixed annuity products. The Company's customers are individuals
vlvith medium to high net worth, located primarily in the state of Texas.

[ .

éigniiicmt Accounting Policies:
| !

Basis'of Accounting

T :

| . :

The Compan'y operates under the provisions of Paragraph (k)(2)(ii) of Rule 15¢3-3 of

the SEC and, accordingly, is exempt from the remaining provisions of that Rule.

Essentially, the requirements of Paragraph (k)(2)(ii) provide that the Company clear

- all transactions on behalf of customers on a fully disclosed basis with a clearing

l:aroke‘r/deale;r, and promptly transmit all customer funds and securities to the clearing
l:‘)roqu/dealer. The clearing broker/dealer carries all of the accounts of the customers
z}nd maintains and preserves all related books and records as are customarily kept by
a clearing broker/dealer.

|
Use of Estimates
! | [ ' Ny ,
The preparation of financial statements in conformity with generally accepted
zlaccm.:mting principles requires management to make estimates and assumptions that
z|1ffect the reported amounts of the assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts

(f)f re:venues;and expenses during the reporting period. Actual results could differ
from those estimates. ‘

Fair Value of Financial Instruments

Cash; receivables, payables and accrued expenses are short-term in nature and
accordingly are recorded at fair value or amounts that approximate fair value.

Insurance Commissions

o ‘

'Insur:ance commissions are recorded when the policies are funded by the customer
and upon subsequent renewals.




|
|
I
’ DILLON-GAGE SECURITIES INCORPORATED
1 i ‘ Notes to Financial Statements

Nolte 1 -

| l\iatur':e of Business and Summary of Significant Accountin‘ Policies (continued
o [ ‘
! S:ecuri.ties Transactions
[ Slecuntles transactions and the related commission revenue and expenses are
| recorded on a trade date basis.
No!te 2 - 'Ilraneactlons with Clearing Broker/Dealer

! |
Lo
The agreement with the clearing broker/dealer prov1des for clearing charges at a
fixed rate multiplied by the number of tickets traded by the Company. The
agreement also requires the Company to maintain a mlmmum of $6,000 as a deposit

in an dccount with the clearlng broker/dealer.

No te3 - Net Cagital Reguirement

’ The Company is subject to the SEC uniform net capital rule (Rule 15¢3-1), which

| requlres the maintenance of a;minimum amount of net capital and requires that the

| ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to
1|. Rule 15¢3-1 also provides that equity capital may not be withdrawn or cash

r d1v1dends pald if the resulting net capital ratio would exceed 10 to 1. At December

; 31 2006, the Company had net capital and net capital requirements of $50,941 and

| $5,000, respectively. The Company’s net capital ratio was .32 to 1.

l

0

|

. |
tc4 - Income Taxes

| ! f

The Company is included in the consolidated income tax return of its Parent.
Income taxes are recorded using the separate company method to comply with FASB
Statement 109. Any resulting provision or benefit for income taxes is recorded as
recelvable from or payable to the Parent.

| i

The Company s current year net operating loss of $20, 481 was utilized by the
consohdated group resultmg in a current income tax benefit of $3,072. The
Company s pnor years net operatmg loss carryforward totaling $148,979 was also
utlllzed by the consolidated group in the current year. The prior years net operating
loss can'yforward were previously fully allowed for by the Company; therefore, the
utlhzatlon by the consolidated group in the current year creates a deferred tax benefit
of $22,347. | The current and deferred tax benefit totaling $25,419 is receivable from
the Parent at December 31, 2006.

I




i DILLON-GAGE SECURITIES INCORPORATED

' Notes to Fmanclal Statements
1 !

i a B ,
- Subordinated Notes Pavable

The Company has three subordinated notes payable due to DGI, a minority
shareholder a.nd related party, consisting of the following:

Subordlnated unsecured note payable with principal
due at ,maturity on December 31, 2008. The note
alccrues interest at 8% per annum payable monthly. $ 75,000

Subordinated unsecured note payable with principal
due at maturity on July 1, 2009. The note accrues
mterest at 8% per annum payable monthly. ‘ : 35,000

Subordlnated unsecured note payable with principal
due at maturity on June 30, 2011. The note accrues
interest at 8. 5% per annum payable monthly. ' : 30.000

140

Matunnes of the subordlnated notes payable for, each- of the years ending
December 31 are as follows; however each note may be restricted as to repayment
subject to regulatory approval:

2008 $ 75,000

2009 ~ 35,000

| ; 2011 B 30,000
% _ _ ‘ 3 140,000

Interest expense incurred during the year on these related party subordinated notes
payable totaled $11,927. | |




Note 8

DILLON-GAGE SECURITIES INCORPORATED
‘ Notes to Financial Statements

'
i
|
l,
! .
' |

Relatcd Party Transactions

i

P |
The Company and two other subsidiaries of the Parent, Dillon-Gage Incorporated of
Dallas (DGD) and Dillon-Gage Incorporated (DGI), are under common control and
the CXISteﬂCC of that control creates a financial position and operating results

s1gn1ﬁcantly dlfferent than if the companies were autonomous:

The Company has three subordinated notes payable due to DGI totaling $140,000
(See Note 5)

The Company reimburses DGD for expenses mcurred on behalf of the Company.
Amounts reimbursed to DGD for the year ended December 31, 2006 totaled
$475 300 or'approximately 53% of the Company’s total expenses, of which $13,321
1s payable at December 31, 2006.

The Company leases office facilities from DGD on a month-to-month basis. Rent
pa1d to DGD for the year enided December 31, 2006 totaled $24,000, which is
included in occupancy and equipment cost in the accompanymg statement of income.

The Company has income taxes receivable from Parent of $2S 419 at December 31,
2006 (See Note 4). :

Off-Balance-Sheet Risk

l I
Off-balance-sheet risk exists with respect to insurance commissions earned by the
Company due to the possibility that customers may cancel policies issued within
certam predetermmed time limits wherein all or a pomon of the commissions earned
tl>y the Company would be refundable.

As dlscussed in Note 1, the Company’s customers’ securities transactions are
mtroduced on a fully dlSClOSCd basis with its clearing broker/dealer. The clearing
broker/dealer carries all of the accounts of the customers of the Company and is
respon51ble for execution, collection and payment of funds, and receipt and delivery
of secuntles relative to customer transactions. Off-balance-sheet risk exists with
respect to these transactions due to the possibility that customers may be unable to
fulfill their contractual commitments wherein the clearmg broker/dealer may charge
any losses it incurs to the Company. The Company seeks to minimize this risk
through procedures designed to monitor the credit worthiness of its customers and
that customer transactions are executed properly by the clearing broker/dealer.

Concentratlon of Revenue
1

One of the Company s registered representatives generated approximately 60% of
the Company’s revenue for the year ended December 31, 2006.




Schedule I

- Computation of Net Capital and Aggregate

r

+

!

! f '

i DILLON-GAGE SECURITIES INCORPORATED
|

j Indebtedness Pursuant to Rule 15¢3-1
f

|
|
!
%
|
|
|

! December 31, 2006
Total stockholder's deficit qualified for net capital _ Q $  (63,540)
Add: | ; ’
Llablhltles subordinated to claims of general creditors allowable in
computatlon of net capital 140,000
I Total c_apital and alllowable subordinated liabilities 76,460
!
/Deductions and/or charges
' Non- alilowable assets:
Income taxes reeelvable from Parent 25,419
| Prepald expenses 100
|
F Total deduetions and/or charges 25,519
| .
" Net Capital | $ 50941
E :
}Aggregate 1ndelbtedness '
| Commissions payable _ b 2,941
| Payablie to related party ' 13,321
| Total ag'gregatei indebtedness : : | $ 16,262
F o - ‘ :
| !
JComputation of basic net capital requirement
Mlmmum net capttal required {greater of $5,000 or 6 2/3% of _
aggregate 1ndebtedness) $ 5,000
Neti capital in e)Iccess of minimum requirement : $ 45,941
( ' f : '
| 32101

Ratio of'aggreg'ate indebtedness to net capital

Note: The above computatlon does not differ from the computatlon of net capital

| on Form X-17A-5. Accordingly, no reconciliation is deemed necessary.

' 11

l
.
o

under Rule 11503 1 as of December 31, 2006 as filed by Dillon-Gage Securities Incorporated




PHILLIP V. GEORGE, PLLC

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR'S REPORT
ON INTERNAL CONTROL

Board of Directors
Dillon-Gage Securities Incorporated
|

In planning and performing our audit of the financial statements and supplemental schedule of
D1llon-Gage Secunttes Incorporated (the Company) for the year ended December 31, 2006, we
consrdered 1ts internal control, including control activities for safeguardlng securities, in order to
deterrmne our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control. :

I
Also as requlred 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 1nclud1ng tests of such
practlces and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in

akmg the periodic computations of aggregate indebtedness and net caprtal under rule 17a-
3(a)(1 1) 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
relatrng to customer securities, we did not review the practices and procedures followed by the
Company in any of the followmg

LI Making quarterly securities examinations, counts, verifications and comparisons
I I

2. ' Recordation of differences required by rule 17a-13
3. Complymg with the requirements for prompt payment for securrtres 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 practtces 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
precedmg 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
pract1ces 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
unauthor1zed use or disposition, and that transactions are executed in accordance with
management s authorlzatlon and recorded properly to permit preparat1on of financial statements
m accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
ObJCCtIVCS of the practices and procedures listed in the preceding paragraph.

2300 Honey Locust Drive  Irving, TX 75063 {(214) 3585150 Fax (214) 3580229
J *
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I i
Because of mherent limitations in mtemal 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 penods is subject to the risk that they may become inadequate because of changes in
conditions or that the effecttveness of their design and operation may deteriorate.

Our consrderatron of mtemal control would not necessarily disclose all matters in internal control
that might be materral weaknesses under standards established by the ‘American Institute of
Certified Pubhc Accountants A material weakness is a condition in which the design or
operatron of the spec1ﬁc mtemal control components does not reduce to a relatively low level the
rrsk that error, or fraud in'amounts that would be material in relation to the financial statements
bemg audited may: occur and not be detected within a timely period by employees in the normal
course of perforrnmg their assigned functions. However, we noted no matters involving internal
control, 1nc1ud1ng Icontrol activities for safeguardmg securrtles that we consider to be material
wetliknesses as defined above. '

| i :
We understand that practices and procedures that accomplish the -objectives referred to in the
second paragraph of thrstreport are considered by the SEC to be adequate for its purposes in
accordance w1th 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
1nadequacy for such purposes. Based on this understanding and on our study, we believe that the
Companys practices and' procedures were adequate at December 31, 2006 to meet the SEC’s
objectlves

This report 1s inténded solely for use of the Board of Directors, management, the SEC, the
Natlonal Assocratron of Securities Dealers, 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
de'tlers, and is not intended to be and should not be used by anyone other than these specified

parties. | |
@M.m s

|

|

| ! |

r ' ; PHILLIP V. GEORGE, PLLC

|

Irvmg, Texas’ ;
February 16, 2007




