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A cop 4 of the report of independent registered public accounting firm on internal-control is
currently available for inspection at the principal office of the Secunt:es and Exchange

Comm.rss:on in Washington, D.C. and the North Eastern regional office of the Securities
and Exchange Commiss.ron the region in which Rencap Secunt:es Inc has its:principal
place of busmess
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" Ernst & Young LLP : - !

Report of Independent Reglstered Publlc Accountlng
F|rm : i
Fo the stockholder and Board of Directors of RenCap Secu:rities, Inc. ‘

We have audited the accompanying statement of financial condition of RenCap
Securities, Inc. (the “Company”) as of December 31, 2006. This statement of
financial condition is the responsibility of the Company's management. Our
responsibility is to express an opinion on this statement of financial condition based
on our audit. : _ 1

We conducted our audit in accordance with auditing standards gener’_ally accepted in
the United States. 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. We were not engaged to perform an audit of the
Company s internal control over financial reporting. Our audit.included consideration
of internal control over financial reporting as a basis for designing audit procedures
t.hat 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
r'eportlng Accordingly, we express no such opinion. An audit also includes
exammlng, on a test basis, evidence supporting the amounts and disclosures in the
statement of financial condition, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall statement of
fmancnal condition presentation. We believe that our audit prowdes a reasonable
basis for our op|n|on , "

t

)

In our opinion, the statement of financial condition, referred to above presents
falrly, in all. material respects, the financial position of RenCap Securities, Inc. .at
Dlecember 31, 2006, in conformity with U.S, generally accepted accounting
principles.

M&VM Lefo '.f

‘London ' : . o o
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| 'lStatement of Financial Cond|t|on oy
As December 31, 2006 !
L] l‘
Ny | !
R
l_ﬁssets b 4
Cash ; _ ' " $ 4,714,745
Receivables from clearing broker ; : i 1,061,271
Due from affiliates ' o Y 1,443,814
. Fixed assets, net : : : " 151,024,
Deferred income taxes _ . _ L - 67,312
‘Other assets ) o _ 1 . :‘ 95,596
: ’ . _ o —
Total assets RS w $ 7,533,762
o S | o BRI
) .
Liabilities and stockholder S equ:ty - P i‘
Lfabmtfes . l
" Accrued compensation payable 1 $ 3,625,000
Other accounts payable and accrued expenses - ,t 589,048
Income taxes payable _ _ i i . 314,413
. : Dlue to affiliates. o 565,588
9 Total Liabilities ; i 5,094,049
- : i ' T
O Stockholders equity: J )
o~ Common stock, $0.01 par value; - 1 1’-
g 100 shares authorized, issued, and outstandnng \ 1
@ Additional paid-in capltal ! "W 1,799,999
Z -Accumulated surplus \ | 639,713
& . it
iﬁ qutal Stockhqlder's equity . } 1{ 2,439,713
| | T
| ' . !
Total liabilities and stockholder’s equity o ‘$ 7, 533,762

, . .o . )
See the accompanying notes to the Statement of Financial Condition. ’1
] , ' . +
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|
“'at December 31, 2006 : , ‘{

. | ooy

t ' . ki

. : . , i
.

Fixed assets . s : : ' G :

Income taxes

i _ \ 3 ’ I
|‘ . ] . .

lNotes to the statement of f|nanC|a| condltlon

. o o
Organization | -

RenCap Securities, Inc. (the “Company”) operates as a fuI1y drsclosed broker-dealer
reglstered under the Securities Exchange Act of 1934 and is a member of the
Natlonal Association of Securities Dealers ("NASD”).. -The Company is a wholly-
owned subsidiary of Renaissance UK Holdings Limited (the “Parent”), a UK
reglstered .company, which is a wholly-owned subsidiary of Renalssance Flnanaal'
Holdlngs Limited, a limited liability company incorporated in Bermuda The financial
,tatements of the parent are consolidated in the financial statements of the uitimate
holdmg company, Renaissance Capital Holding Limited. ("RCHL"). RCHL is primarily
engaged in. the Russian and- CIS financial markets- and provides | a full range of

: ﬁnanaal services to clients. RCHL is mcorporated in Hamilton, Bermuda

The Company is .engaged principally in the purchase and saIe of American
Deposrtory Receipts, Global Depository Receipts and local shares linked to the-
Russran equ1ty market. Trades are executed on an agency basis.! The Company
pro\ndes its_ foreign ‘affiliates with access to financial institutions pnmaraly located in
the United States and Latin America. In exchange for.these services the Company- -

"earns a net share of commission and brokerage mcome : 'i

. Pursuant to NASD Rule 1017, the NASD granted the contrnurng membershup

a!pplrcatron of the Company with regard to its request to act as a Iead underwriter in

best efferts or firm commitment offermgs The decision \became effectwe on January

27, 2003.

. i il
Slignificant Accounting Policies | . ;i
Use of estimates . ' P
The preparation of the statement of .financial condition in’ conformlty with

‘accountlng principles generally accepted in the United States requrres management

to make estimates and assumptions. that affect the -amounts- reported in the
statement of financial condition and accompanying notes Actual results could dlffer
from those esttmates o |

b

Securntlestransactlons - T _ h

|
Securltles transactions and related mcome and expenses are recordFd on a trade

f d

)

date baS|s -

Furmture equipment and. computer software are carrled at cost and are depreciated

on a straight-line- basis usmg the estlmated useful Iwes of the respectlve assets,

rangmg from three to frve years. . ; ;:

Leasehold |mprovements are being amortized on a straught -line baS|s over the
shorter of the estumated useful I|fe of the |mprovement or the term of the lease.

I

The Company accounts for taxes in accordance with Statementl of Financial

: Accountmg Standards No. 109 (SFAS 109), “Acc0untmg for Income ! Taxes", which’

reqwres an asset and liability approach to financial reporting for mcome taxes.
Deferred income -tax assets and liabilities are determined based upon drfferences

between ﬂnancual statement and tax bases of assets and liabilities that will result |n

_ R ' L
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i
‘Notes to the statement of financial condltlon |
‘at December 31 2006 - '

P . : i . n

‘taxable or deductible amounts in the future, based on enacted tax taws and rates
appllcabte to the periods in which the differences are expected to effect taxable
income. Valuation- allowances are established, when necessary,. to reduce the
:deferred income tax assets to the amount expected to be realized:

i .

F0re:gn currencnes .

Assets and liabilities denominated in foreign currencies are translated at year end
rates of exchange, while the income statement accounts are translated at average
rates of exchange for the year. Gains or losses resulting from forelgn currency
transactlons are included in the accumulated surplus within stockholders equity.

Net Capltal and Other Regulatory Requirements ‘

The Company is a member of the NASD, and is subject to Rule 15c3 1, the Uniform
Net Capital Rule, of the Securities and Exchange Commission ("SEC"). This rule
requwes the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital ("net capital ratio”) both as defined in the
ruIe, shall not exceed 15to 1. The rule also provides that equity capltal may.not be

-withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10

to 1. Pursuant to the Company’s agreement with the NASD, the Company must
mamtaln 120% of its SEC 'minimum net capital requirement. 't

Proprletary balances, if any, held at the Company’s clear:ng brokeri("PAIB assets”)
are considered allowable assets for net capital purposes, pursuant to agreements
between the Company and the clearing broker, which requnre among other things,
that the clearing broker performs computations for PAIB assets and segregates
certaln balances on behalf of the Company, if apphcable . :

Wlth respect to its introduced customer transactions in domestlclsecurltles, the
Company is"exempt from SEC Rule 15¢3-3 under paragraph (k)(2){ii) of that rule.
Wlth -respect to transactions in foreign securities the Company operates pursuant to

-Athe exemption from Rule 15¢3-3 under paragraph (k)}(2)(i) of that rule.

Followmg a routine periodic examination of the accounts of the Company conducted
by the staff of the Northeast Reglonal Office of the SEC in the fourth quarter of
2006 the staff informed the Company of the staff’s view that the Company failed to

_ comply with certain obligations to safeguard customer funds and securities, take

capltal charges with respect to aged fails, and maintain adequate books and records
|n connection with certain transactions agented by the Company on behalf of a
forelgn affiliate of the Company (the “Transactions”). Although the Company
mamtams that its actions with respect to the Transactions was based on its good
falth understanding of the requirements with respect to those Transactions, the
Company has acknowledged that the SEC staff disagrees with its mterpretat;on of
those requirements. Accordingly, the Company has agreed with the SEC staff to
make certain modifications with respect to how it will effect and account for such
Transactlons going forward. The Company also agreed with the SEC staff to make
ccrtam recalculations for the three-month period beglnnmg August 1, 2006 and

-endmg October 31, 2006 to determine the existence and extent of any possible

hmdsnght deﬂcuencnes with respect to customer free credit balances and aged fails
charges based on the SEC staff's view of the requirements applucable to the
Tlansactions The Company filed a notice pursuant to SEC Rule 17a-11 with respect
to such matters and the SEC staff has issued an “exit letter”, which the Company is
now in the process of reSpondmg to. Whether the SEC will determine to take
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|Notes to the statement of fmanmal condltlon
at December 31, 2006 Do ,1

. o

. - !
3. Net Capital and Other Regulatory Requurements (contlnued)

addltronal action with respect to this matter cannot be predicted at the date of. this'
report ,[

Given the SEC staff’s view of the Company’s obllgatlons in {respect of the
Transacttons, we performed two- calculations to determme the|Companys .net
capital position at December 31, 2006: one using the SEC staffs view that the
Company should have taken aged fail charges with respect to Transactlons that did
not settle within the requisite time frame, and one usung the Companys original
mterpretatuon that it was not-required to take such’ charges to the extent such

~ [fransactions were directly settled between the counterparty and |t5' affiliate. "Using

the SEC staff’s interpretation, at December 31, 2006, the Company had net capital
of approxumately $293,428 which was $46,175 in deficit of its requnred net capital of
$339 603. ° The Company’s ratio of aggregate indebtedness to net capital was
apprommately 17.36 to 1 at December 31, 2006. Using the Companys griginal -
mterpretatlon the Company had net capital of approxumately $458 111 which was
$119 048 in excess of its required net capital of $339,063; and accordnngly, the
Company S ratlo of aggregate indebtedness was approx:mately 11, 12 to 1.

! i
Recelvables from Clearing Broker . ﬁ

Amounts receivable from the clearrng broker at December 31, 2006 consnst of the
followmg _ [

'Dep05|ts W|th clearing broker - ’ _ - l $ 949,042
Other recelvables : . : 4 112,229

. ! T - : "i $ 1,061,271
: : : ' . :

The Company mtroduces and’ clears certain customer trades on a fuIIy disclosed
baS|s through its clearing broker Penson Financial Serv:ces, Inc. . | In the normal
course of business the Company will have unsettled securities transactlons, which
normally settle in three busuness days. !

. - - : T B
I-|xed assets o I y

f ixed assets at December 31, 2006 consrst of the followmg it

| B

.Equnpment . « Ty % 427,078
Leasehold improvements : : ‘ !L . 79,277
. Computer software ; ) 60,228 -
rfurniture and fixtures A , 44,539
v ' 1 . ;[ -
P i 611,122 -
Lless accumulated.depreciation , . i 460,098

y - T s 151,024

o s
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-totaled $565,588. . , . ) :

Notes to the statement of fmancnal condrtlon
Iat December 31,2006 ‘ !
| . L o f
: | it
; i
At December 31, 2006, net deferred tax consists of the foIIowmg components:

l
lDel‘erred tax assets ' -q 1 $ 67,312

Income taxes

, . : )
| . o . R

. . ) i Il
'
The deferred income taxes are provided for the dnfferences between the tax bases
of fixed assets and their reported amounts for financial statement purposes These
temporary differences will result in future income or deductions’ for income tax
purposes anhd are measured using the enacted tax rates that will be in effect when
uch items are expected to reverse. i
In June 2006, the FASB 1ssued FIN 48, Accountlng for Uncertalnty in Income

. raxes —an mterpretatton of FASB Statement No. 109, Accounting f0r. Income Taxes.

The Interpretation addresses the determination of whether tax beneflts claimed or
9xpected to be claimed on a tax return should be recorded m the financial
.,tatements Under FIN 48, the Company may recogmze the tax benefit from an
uncertam tax position only if it is more likely than not that the tax position will be -
.,ustalned on examination by the taxing authorities, based on the techmcal merits of
the p05|t|on The tax benefits recognized in the financial statements from such a
posmon should be measured based on the largest benefit that has. 'a greater than
fufty percent likelihood of being realized upon ultlmate settlement FIN 48 also
prowdes gundance on derecognition, classification, interest and penaltles on income

taxes, accounting in interim periods- and requures'mcreased dlsclosures The .

prowsmns of FIN 48 are effective beginning January ‘1, 2007. The impact of the
Company’s reassessment of its tax positions in accordance with the requrrements of
FIN 48 is expected to be immaterial; however, the Company is awaltlng addltlonal
uudance expected to be |ssued in March 2007. #

Related Party Transactions ‘ : ,‘, ’
ls of December 31, 2006, the Company was still owed $1,331, 055 relating to
comm|55|on .and brokerage fees which are reflected in' the Statement of Financial
Condition as part of the amount due from affiliates. These fees are{earned by the
Company for extending the affiliate’s purchases and sales of Amerlcan Depository
Recelpts, Global Depository Receipts and local shares Imked to the Russmn equity
market. Related trades are execyted on an agency bas:s )

Olther amounts due to or from affiliates arise from costs paid by or oin behalif of the
Company, which do not relate to the activities of the paying ‘entity and are therefore
recharged back to the appropriate affiliated entity. As a result of these
transactlons as of December 31, 2006 amounts due to the Company from affiliates
totaled $112,759, and amounts payable by the Company to afﬁllated entities

I

] i
| : .o ' . -

]
i
i
:
[
|
l
|
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Notes to the statement of financial condltlon ;
at December 31, 2006 ;

I

I - .
Commltments, Contingent Liabilities, and Concentratlon of Crednt Rlsk

lThe Company leases office space under a non cancellable operating Iease Minimum
future rental payments remammg under the lease as of December 31 2006 are as
foIIows _ K h

%07 . . o ' ¢ 125,800

2008 . . : 0T 126,990
2009 L L | ! 60,673
| . C .‘ 4§ 313,463

' T T
Pursuant to a clearance agreement the - Company introduces all of |ts securities
transactions to its clearing broker on a fully disclosed basns |' ) :

' In November 2002, the Fmanaal Accounting Standards Board |ssued Interpretation
No 45, “Guarantor's Accounting and Disclosure Requnrements for Guarantees,
lncludlng Indirect Guarantees of Indebtedness of Others” (“FIN 45")ﬂwh|ch provides
accountmg and disclosure requirements for certain guarantees. In that regard, the
Company has agreed to indemnify, without limit, its clearmg broken for losses that
they may sustain from the customer accounts introduced by the: Company. At
December 31, 2006, there were no significant unsecured customer balances
manntalned by its clearing broker and subject to such mdemmﬂcatlon Customer
transactlons introduced by the Company are typically coIIateraItzed by customer
securltles or supported .by other types of recourse provisions. In accordance with
‘mdustry practice and regulatory requiréments, the Company and the clearing
troker monitor collateral on the securities transactions introduced byla the Company.
At December 31, 2006 and during the year then ended, there were no amounts to
be mdemmfled to the clearing broker for these accounts .
Il

The Company maintains its cash balances with one financial mstltutlon The .
balances held at this location are in excess of federal msurance limits.i

N |..
Flalr value of financial mstruments ‘ o i
The fair value .of the Company’s assets and IIabI|ItIES, which quallfy as financial .
mstruments under Statement of Financial Accountlng Standards No. 107,

appro:-umates the carrying amounts presented in the Statement of - Financial -
Condltlon o . ' 8

| . - ’ i
{
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Supplementary Report of Independent Auditors on Internal Control
Required by Rule 17a-5 i

The i?»oard of Directors |
RelnCap Securities, Inc,

| : "

In planmng and performing our audit of the financial statements of RenCap Securities, Inc. (the
“Company ), as of and for the year ended December 31, 2006, in accordance with auditing
standards generally accepted in the United States, we considered its 1ntema1 control over
ﬁnan'cnal reporting (“internal control”), as a basis for designing our auditing proceduxes for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressmg an opinion on the effectiveness of the Company’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we
have imade a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. The study included tests of such
practlces and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
maknllg the periodic computations of aggregate indebtedness and net capltal under rule 17a-
3(a)(] 1) and for determining compliance with the exemptive provisions of rule 15¢3-3 with
respect to customer transactions introduced by the Company to other broker dealers registered
with the SEC. Because the Company does not carry securities accounts for customers or perform
custodlal functions relating to customer securities for its introducing business, we did not review
the practices and procedures followed by the Company in any of the following: -

1 f

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 uflder Section 8 of

. Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

With Ireslﬁcct to transactions conducted on an agency basis between the Company’s U.S.
mstltutlonal customers and its foreign affiliate, which is not a broker dealer reglstered with the
SEC, we believe the Company is subject to the provisions of rule 15¢3-3 as requxred under rule
15a-6 of the SEC and the relevant interpretations thereof. Therefore, we have: 'made a study of
the practlces and procedures followed by the Company, including consnderatlon of control
act1v1t1es for safeguarding securities. This study included tests of compliance w1th such practices
and procedures that we con31dered relevant to the objectives stated in rule l?a—S(g) in the
followmg - *
1. :Making the periodic computations of aggregate indebtedness and net capltal under rule
17a-3(a)(1 1) and the reserve required by rule 15¢3-3(e) |
2. 'Makmg the quarterly securities exammat]ons counts, verifications, and compansons and
‘the recordation of differences required by rule 17a-13

. & The UK firm Ernst & Younp LLP is a fimited liability partnership
' . _ registered in England and Wales with registered number
' OC300001 and is.a member practice of Ernst & Young Global.
A list of members’ names is avatlable for inspection at the above
address which is the firm's principal place of business and its
registered office.

'
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3. Complying with the requirements for prompt payment for securities dnder Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal 'Reserve System
|
4. Obtaining and maintaining physical possession or control of all fully pald and excess
margin securities of customers as required by rule 15¢3-3 i

The management of the Company is responsrble for estabhshlng and maintaining internal control
and the practices and procedures referred to in the preceding paragraphs. In fulfilling this
responsnblllty, 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
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded agalnst loss from
unautlltlonzed use or disposition, and that transactions are: executed in accordance with
management s authorization and recorded properly to permit the preparatlon 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 paragraphs.

Because of inherent limitations in internal control and the practices and procedures referred to
above error or fraud may occur and not be detected. Also, projéction of any evaluatlon of them
to future periods is subject to the risk that they may become 1nadequate because of changes in
condmons or that the effectiveness of the1r design and operation may detenorate '

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
mlsstatements -on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to initiate, aluthorlze, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a mlsstatement of the entity’s
ﬁnancrlal statements that is more than inconsequential will not be prevented of detected by the
entity’ 3 internal control. A material weakness is a significant :deficiency, or' combination of
mgmﬁcant deficiencies; that results in more than a remote likelihood that a material misstatement
of the financial statements will not be prevented or detected by the entity’s internal control.
©

Our cdnsideration of internal control was’ for the limited purpose described in the first, second
and thlrd paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. However, we identified the following deﬁc1en01es in internal
controli including control activities for safeguarding securities that we con31der to be material
weaknesses as defined above. These deficiencies were considered in determmmg the nature,
tlmlng, and extent of the procedures performed in our audit of the financial statements of the
Company as of and for the year ended December 31, 2006, and these deﬁcrencres do not affect
our report on the financial statements of the Company dated April 2, 2007. ln 2006: the SEC
conducted an examination and informed the Company of its fallure, among other things, to
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comply with certain obligations to safeguard U.S. institutional customer funds and securities,
recor;d capital charges with respect to aged failed to delivers, and maintain books and records in
connection with certain transactions (where the Company was acting as: an intermediary)
conducted between- its U.S. institutional customers and a foreign affiliated. At December 31,

2006 we noted several differences in the Company’s computation of net capltal pursuant to rule
15(:3 1. First, the Company added back certain accrued discretionary liabilities to net worth that
should not have been included as allowable net capital. Second, the Company did not deduct
froml net worth certain aged failed to delivers related to transactions conducted between its U.S.

1nst1tut10nal customers and a foreign affiliate. Third, the Company made certain errors in its tax
prov151on computations, resulting in an adjustment to increase net income for the year and,
therefore an adjustment to increase net worth at December 31, 2006. Once the effect of these
dlfferences had been adjusted, the Company had a net capital deficiency of ($49,652) as of
December 31, 2006. These adjustments resulted in rhisstatements in the Company s general .
ledger and monthly FOCUS reports. The Company has subsequently mac!e the appropriate
corrections for purposes of their December 31, 2006 financial statements. The Company is also
in the process of addressing the related control issues. . *

|
We understand that practices and procedures that accomplish the objectives'referred to in the
second and third paragraphs 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 [')ractlces and procedures that do not accomplish such objectives in all material respects
mdlcate a material inadequacy for such purposes. Based on this understanding and on our study,
we burheve that the Company’s practices and procedures, as described in the third paragraph of
this report, were inadequate at December 31, 2006, to meet the SEC’s objectives. During 2006,
the Company didn’t maintain physical possession or control of customer securities and safeguard
customer funds in accordance with rule 15¢3-3 related to transactions conducted between its U.S.
1nst1tut10na1 customers and a foreign affiliate. However, when the computation for determination
of reqerve requirements for broker-dealers under rule '15¢3-3 was subsequently performed as of
December 31, 2006, we noted that the Company’s total debits exceeded total credits by
$459; 336 Based on the Company’s failure to comply with the provisions of rule 15¢3-3
mcludmg those related to control activities for safeguarding securities, we believe that these
condmons and the material weaknesses described in the preceding paragraph, represent material
madequames These deficiencies were considered in determining the nature, timing, and extent
of the procedures performed in our audit of the financial statements of the Company as of and for
the year ended December 31, 2006, and these deficiencies do not affect our report on the
ﬁnancla] statements of the Company dated April 2, 2007.
On a(:lvicc from its external counsel, the Company has maintained in corresp:ondence with the
SEC 'that the transactions between the U.S institutional customers and foreign affiliate are
exempted from rule 15c3-3 under, paragraph (k)(2)(i) of that rule, however the Company
acknowledges that the SEC staff disagrees with its interpretation of those requirements.
Acco:dmgly, the Company has agreed with the SEC staff to make certain modifications with
respect to how it will effect and account for such transactions going forward.
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This :report is intended solely for the information and use of the Board of Directors, management,
the SEC, NASD, 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 partles
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