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OATH OR AFFIRMATION

1, PATRICK DYER , swear {or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

CAPITAL FORT Folip MANAGEMENT | TNV, , as
of IARCH 3/ ,20827 | are true and correct. | further swear (or affirm) that

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

NONE

o

Sig e
ﬁl sl

Vv Title

NOTARY PUBLIC STAMP
This report ** contains (check all applicable boxes): MARYLAND

%,’g)) FacingPage. MY COMMISSION EXPIRES
tatement of Financial Condition.
IE/(C) Statement of Income (Loss). DECEMBER 12! 20‘—Q-
O (d) Statement of Changes in Financial Condition,
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
CJ () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3.
O (i) information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () 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 Rule 15¢3-3,
1 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
B/(I) An Oath or Affirmation,
[ (m) A copy of the SIPC Supplemental Report.
(n} Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

Notary Publi

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).
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Independent Auditor's Report

Board of Directors
CAPITAL PCRTFOLIO MANAGEMENT, INC.
Cockeysville, Maryland

We have audited the accompanying Statements of Financial Condition of CAPITAL
PORTFOLIQO MANAGEMENT, INC. as of March 31, 2007 and 2006 and the related
Statements of Income, Changes in Stockholders' Egquity and Cash Flows for the
years 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 auditing -standards generally
accepted in the United States of America. These 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
audits provide a reascnable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial pesition of CAPITAL PORTFOLIO MANAGEMENT,
INC. as cf March 31, 2007 and 2006 and the results of its operations and its
" cash flows for the years then ended in conformity with accounting principles

generally accepted in the United States of America. .

Qur audit was conducted for the purpose of forming an cpinion on the basic
financial statements taken as a whole. _The information contained on pages 10
to 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 of the Securities and Exchange Commissiocn. 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.

Lutherville, Maryland ) mtﬁdm P#

May 25, 2007

MEMBERS

AICPA Peer Review Program
Maryland Association of Certified Public Accountants




CAPITAL PORTFOLIO MANAGEMENT, INC.

Statements of Financial Condition
March 31, 2007 and 2006

ASSETS’

Cash

Marketable securities

Receivable from clearing broker

Employee advances

Furniture and equipment (net of accumulated

- depreciation of $25,388 in 2007 and
$24,941 in 2006)

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS'

LIABILITIES
Accounts payable and accrued expenses
Margin line of credit
Settlement due NASD
Income taxes payable
Commissions payable to brokers

. Total liabilities

STOCKHOLDERS' EQUITY
Nonconvertible preferred stock
- $1.00 par value, 100,000 shares authorized,
89,600 shares issued :
Common stock, $1.00 par value, 200,000
shares authorized, 22,000 shares issued
Accumulated comprehensive income,
unrealized gain (loss) on marketable
securities
Accumulated earnings

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$ 468,291

EQUITY

$ 11,247
94,457
16,355

77,878

199,941

448,000
22,000

( 6,803)
(194,847)

268,350
v 468,291

2006
$ 163,798
270,431

45,576
3,826

16,291

$ 439,922

$ 4,850
83,237

2,095

75,525

165,707

423,000
22,000

( 69,824)
(_40,961)

334,215
$ 499,922

The accompanying notes to financial statements are an integral part of these financial statements.
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CAPITAL PORTFOLIO MANAGEMENT, INC.
Statements of Income
For the Years Ended March 31, 2007 and 2006

2007 2006
REVENUES ]
Commissions $ 1,020,629 $ 972,200
Realized gains (losses) ( 64 975) { 560)
Interest and dividends 51,834 17,900
1,007,488 989,540
EXPENSES
Commissions, salaries and benefits 832,117 763,587
Quotation, research and clearing 12,620 4,010
NASD settlement 24,000 -
Cccupancy 109,589 95,096
General & administrative expenses 104,150 83,116
Interest expense : 35,885 556
Professional fees 14,473 16,285
Depreciation and amortization 447 - 165
1,133,281 962,815
(LOSS) INCOME BEFORE PROVISION ’ _
FOR INCOME TAXES H 125,793) 26,725
PROVISION FOR INCOME TAXES . - 2,095

NET (LOSS) INCOME $(__.125,793) $ _24,630

The accompanying notes to financial statements are an integral part of these financial statements.
-3-



CAPITAL PORTFOLIO MANAGEMENT, INC.
Statements of Changes in Stockholders' Equity
For the Years Ended March 31, 2007 and 2006

Capital Stock Unrealized Accumulated
Preferred” Common Losses Earnings Total

BALANCE MARCH 31, 2005 $ 348,000 $ 22,000 $(43,601) $( 33,871) § 292,528

DIVIDENDS PAID ON PREFERRED

STOCK

- - - ( 31,720) ( 31,720)

PREFERRED STOCK SALES 75,000 - - - 75,000

COMPREHENSIVE INCOME, NET OF

TAX:

Unrealized loss on

marketable securities - - (26,223) - ( 26,223)
NET INCOME - - - 24,630 24,630
BALANCE MARCH 31, 2006 S 423,000 $ 22,000 $(69,824) $( 40,961) 5 334,215

. DIVIDENDS PAID ON PREFERRED

STOCK

- - - { 28,093) ( 28,093)

PREFERRED STOCK SALES 25,000 - - - 25,000

COMPREHENSIVE INCOME, NET OF

TAX:
Unrealized gains on
marketable securities - - 63,021 - 63,021
NET LOSS - - - (125,793) (125.793)
BALANCE MARCH 31, 2007 $ 448,000 $ 22,000 ${_6,803) $(194,847).5 268,350

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




CAPITAL PORTFOLIO MANAGEMENT, INC.

Staternents of Cash Flows

For the Years Ended March 31, 2007 and 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) income

Adjustments to reconcile net income (loss)

to net cash provided by operating
activities:
Depreciation and amortization
{Increase) decrease in:

Receivable from clearing broker

Employee advances
{Decrease) increase in:
Accounts payable
Commissions payable to broker
Settlement due NASD
Income taxes
Net cash provided (used)
by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fixed assets
Purchase of marketable securities
Sale of marketable securities
Net cash provided (used)
by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Margin Borrowing
Margin principal payments
Preferred stock sales
Dividends paid on preferred stock
Net cash provided (used)
by financing activities

NET (DECREASE) INCREASE IN CASH

CASH, BEGINNING OF YEAR

CASH, END OF YEAR

SUPPLEMENTAL CASH FLOW INFORMATION
Actual cash payments for:

Interest
Federal and state income taxes

2007 2006
$( 125,793) § 24,630
- 447 165
& 7,670) ( - 9,826)
( 65,843) ( 2,180)
6,397  ( 7,116)
2,353 10,751
16,359
( 2,095) 1,548
(__175,845) 17,972
( 2,916) -
(1,118,694) (4,641,258)
1,224,871 4,558,737)

103,261

(___82,521)

182,310 81,147

{ 171,090) -
: 25,000 75,000
(_.28,093) (___31,720)
8,127 124,427
{ 64,457) 59,878
163,798 103,920
$ 99,341 $ __163,798
$ 35,885 S 556
$ -0- $ 547

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



CAPITAL PORTFOLIO MANAGEMENT, INC.
Notes to Financial Statements
March 31, 2007 and 2006

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

Capital Portfolio Management, Inc. (CPMI) was
incorporated on August 14, 1991 under laws of the State of
Maryland. The Company, on October 11, 1991, filed an

application with the Securities and Exchange Commission (SEC)
to become a registered broker-dealer, with approval being
granted on October 23, 1991. The Company became a broker-
dealer member firm of the National Association of Securities
Dealers (NASD) on March 3, 1992.

Accounting method

CPMI uses the accrual basis of accounting for financial
reporting.

Investments

Investments are recorded at fair market value. Temporary
unrealized gains and losses are recorded as a component of
stockholders’ equity. Permanent unrealized losses are charged
to earnings during the period the loss is incurred.

Commissions -

Securities transactions gains and losses and commission
income and expenses are recorded on a settlement date basis.

Property and equipment

Property and equipment are recorded at original cost and
are depreciated using the Modified Accelerated Cost Recovery
System (MACRS) method defined by the Internal Revenue Code
over predetermined lives of five to seven years. Depreciation
expense using the MACRS method was not deemed to be materially
different from such expense determined using estimated
economic lives as required by generally accepted accounting
principles.

Costs of repairs and maintenance of the property and
equipment are expensed as incurred.



CAPITAL PORTFOLIO MANAGEMENT, INC.
Notes To Financial Statements
March 31, 2007 and 2006
NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

(CONTINUED) <

Income taxes

CPMI files its income tax returns on the cash basis,
whereby revenue is recognized when received and expenses are
recognized when paid. Certain transactions, primarily
commissions receivable, accounts payable and accrued expenses,
will affect different periods for financial statements and
income tax reporting purposes. Deferred federal and state
income taxes are provided for material temporary differences.

Comprehensive income

Statement of Financial Accounting Standards WNo. 130,
Reporting Comprehensive Income, requires that total
comprehensive income be reported in the financial statements.
Unrealized gains on available-for-sale securities are the
company’s only item of comprehensive income and are reflected
in the Statements of Changes in Stockholders’ Equity.

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
financial position and the disclosure of contingent assets
and liabilities at the date of the financial statements and
the reported results of operations during +the reporting
period. Actual results may differ from those estimates.

NOTE 2 - MARKETABLE SECURITIES

Cost and fair value of marketable securities at March 31,
2007 are as follows:

Gross
Unrealized Fair -
Cost {Loss) Value
Available for sale:
Equity securities .
and options $ 234,078 $(_6,803) $ 227,275



1:APTTA14P(H{TFCﬁJI)NL&NAJSER&ENT}EVC.
Notes to Financial Statements
March 31, 2007 and 2006

NOTE 3 - RECEIVABLE FROM CLEARING BROKER

Receivable from clearing broker represents the net of
commissions and interest earned against the clearing charges.
CPMI is charged on a per trade basis according to the terms of
the clearing agreement. The net receivables. due from the
clearing broker were $53,246 at March 31, 2007 and $45,576 at
March 31, 200Q06.

NOTE 4 — MARGIN LINE OF CREDIT

CPMI has a margin line of credit with Bear Stearns, the
Company’s securities clearing house. CPMI is allowed to
borrow up to fifty percent of the fair market wvalue of the
cash and marketable securities held in the Company’'s account
at Bear Stearns. The credit agreement provides for interest
due on the outstanding principal calculated at Bear Stearns’
stated daily call rate. The principal is secured by CPMI's
cash and marketable securities held at Bear Stearns.

The outstanding principal on the line of credit at March
31, 2007 was $94,457.

NOTE 5 - NET CAPITAL REQUIREMENTS

CPMI is subject to the Securities and Exchange Commission
Uniform Net <Capital Rule 15¢3-1, which requires the
maintenance of a minimum net‘capital. The rule also requires
that the ratio of aggregate indebtedness to net “capital, as
defined, shall not exceed 15 to 1. At March 21, 2007, CPMI's
net capital was $139,452 which was $39,452 more than its
required minimum net capital of $100,000. CPMI’'s aggregate
indebtedness to net capital ratio was 1.43 to 1.

NOTE 6 - RESERVE REQUIREMENTS

CPMI is <claiming a k2{(i) and k2(ii) exemption from
provisions of the Securities and Exchange Commission Reserve
Requirement Rule 15c¢3-3, Customer Protection - Reserves and
Custody of Securities. CPMI meets the conditions for this
exemption because the 1t does not carry customer margin
accounts and does not otherwise hold funds or securities for
or owe money or securities to customers.



CAPITAL PORTFOLIO MANAGEMENT, INC.
Notes to Financial Statements
March 31, 2007 and 2006

NOTE 7 - LEASES AND RELATED PARTIES

CPMI leases its office space in Cockeysville, Maryland
under a month-to-month operating lease. The office space is
owned by the sole common stockholder of the Company.

Total rent expense of $106,000 and $85,000 was incurred
for the years ended March 31, 2007 and 2006, respectively.
NOTE 8 - INCOME TAXES

For the years ended March 31, 2007 and 2006, the

provision for income taxes consisted of the following
components:

2006 2005
Current (credit) provision
Federal $ - $ 1,402
State - 693
Total % e 5 2,095
. Comprehensive income tax expense S - $§ 2,095

Deferred income taxes result from the use of different
accounting methods for income tax purposes. The components of
such temporary differences were not material to the financial
statements. o

ROTE 9 — SETTLEMENT DUE NASD

CPMI was disciplined by the NASD for wviolating the NASD
Conduct Rules for pricing of corporate bonds scld to
customers. Under a Letter of Acceptance, Waiver and Consent
with the NASD, CPMI was fined $24,000 of which $16,359 was
unpaid as of March 31, 2007. CPMI has taken all required
steps to correct its bond pricing procedures.



CAPITAL PORTFOLIO MANAGEMENT, INC.
Computation of Net Capital Under Rule 15¢3-1 of
The Securities and Exchange Commission
March 31, 2007

Total stockholders' equity from Statement of

Financial Condition $ 268,350
Deduct ownership equity not allowable for net capital -
Total stockholders' equity qualified for net capital 268,350
Add:

A, Liabilities subordinated to claims of general
creditors allowable in computation of net capital -
B. Other (deductions) or allowable credits =

Total capital and allowable subordinated liabilities 268,350
Deductions and/or charges:
A. Total nonallowable assets from Statement of
Financial Condition $ 92,355
B. Aged fails to deliver -
C. Aged short security differences -
D. Secured demand note deficiency -
E. Commodity futures contracts and spot
commodities proprietary capital charges -

F. Other deductions and/or charges - 92,355
Net capital before haircuts on securities positions 175,995
Haircuts on securities (computed, where applicable,

pursuant to 15c3-1 (f): ’ .

A. Contractual securities commitments -

B. Subordinated securities borrowing -

C. Trading and investment securities

1. Bankers' acceptance, certificates of
deposit, and commercial paper -
2. Exempted securities 33,261
3. State and municipal government obligations -
4. Debt securities ’ -
5. Stocks and warrants -
6. Options 2,308
7. Other securities -

D. Undue Concentration 974

E. Other (List) - 36,543
Net Capital $ 139,452

There were no material differences between the net capital computed above

and the net capital computed in the March 31, 2007 Focus Report.

=10~



CAPITAL PORTFOLIO MANAGEMENT, INC.

Computation of Basic Net Capital Requirernent and Computation of Aggregate
Indebtedness Under Rule 15¢3-1 of The Securities and Exchange Commission
March 31, 2007

COMPUTATION OF BASIC NET CAPITAIL REQUIREMENT

Minimum net capital required $ 13,331
Minimum dollar net capital requirement of reporting broker
or dealer $ 100,000
Net capital requirement $ 100,000
Excess net capital § 39,452
Excess net capital at 1000% $ 119,948
COMPUTATION OF AGGREGATE INDEBTEDNESS
Total Aggregate Indebtedness Liabilities from .
Statement of Financial Condition $ 199,941
Add:
A. Drafts for immediate credit , 3 -
B. Market value of securities borrowed for
which no equivalent value is paid or
credited . ‘ _ , -
C. Other unrecorded amounts : = =
Total aggregate indebtedness $ 195,541
Ratio: Aggregate indebtedness to net capital 1.43 to 1

-11-



CAPITAL PORTFOLIO MANAGEMENT, INC.
Report on Intemal Control Structure
March 31, 2007

Independent Auditor's Report on Internal Control Structure

Board of Directors
CAPITAL PORTFOLIO MANAGEMENT, INC.
Cockeysville, Maryland

In planning and performing our audit of the financial statements of
CAPITAL PORTFOLIO MANAGEMENT, INC. as of and for the year ended
March 31, 2007, we considered its internal control structure,
including procedures for safequarding 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 intermnal control structure.

We also made a study of the practices and procedures followed by the
Company in making the periodic computations of aggregate
indebtedness and net capital under rule 17a-3(a)(ll) and the
procedures for determining compliance with the exemptive provisions
of rule 15c3-3. '

We did not review the practices and procedures followed by the
Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences
required by rule 17a-13 or in complying with the requirements for
prompt payment for securities under Section 8 of Regulation T of the
Board o©of Governors of the Federal Reserve System, because the
Company does not carry security accounts for customers or perform
custodial functions relating to customer securities.

The management of the Company is responsible for establishing and
maintaining an internal contrel structure and the practices and
procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and Jjudgments by management are
required to assess the expected benefits and related costs of
internal control structure policies and procedures and of the
practices and procedures referred to in the preceding paragraph and
to assess whether those practices and procedures can be expected to
achieve the commission's above mentioned objectives. Two of the
objectives of an internal control structure and the practices and
procedures are to provide management with reasonable, but not
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.

-12-



Independent Auditor's Report on lnternal Control Structure

(Continued)

Because of inherent limitations in any internal control structure or
the practices procedures referred to above, errors or irreqularities
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 conditiens or +that the
effectiveness of their design and operation may deteriorate.

Our consideration of the internal c¢ontrol structure would not
necessarily disclose all matters in the internal control structure
that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material
weakness is a condition in which the design or operation of the
specific internal control structure elements does not reduce to a
relatively low level the risk that errors or irreqgularities in
amounts that would be material in relation to +the financial
statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving the
internal control structure including procedures 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 Commission 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 March 31, 2007 to meet the Commission's
cbjectives. )

This report is intended solely for the use of management and the
Securities and Exchange Commission (SEC} in connection with the
Company's annual report to the SEC and should not be used for any
other purpose.

Lutherville, Maryland Mb&ﬂm 9‘7% p#

May 25, 2007
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