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OATH OR AFFIRMATION

I, Margaret A. Thurmend , swear {or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

RSM EquiCo Capital Markets LLC » as
of _ April 30, , 2007 , 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

X m,  ALISA V. HASE e M
= L A mmmmm3 Saned=

AR NOTARY PUBLIC - CALIFORNIA (_q Signature

Oranga Coun
My Comm. Exgplres m%ts. 'ma T

Chief Financial Officer
Title

Nvofar§ Public

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

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income {Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capital.

(h} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3,

(i} Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j} A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

{k) A Reconciliation between the audited and unaudited Statcments of Financial Condition with respect to methods of
consolidation.

(1) 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.

0 O0ORO

O

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




KPMG LLP

Suite 700

600 Anton Boulevard

Costa Mesa, CA 92626-7651

Independent Auditors’ Report

The Member
RSM EquiCo Capital Markets LLC:

We have audited the accompanying statement of financial condition of RSM EquiCo Capital Markets LLC
(the Company), an indirect, wholly owned subsidiary of H&R Block, Inc., as of April 30, 2007, and the
related statement of income, changes in member’s capital, 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. Qur 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 consideration of
internal control over financial reporting as a basis for designing audit procedures that 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 reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
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 RSM EquiCo Capital Markets LLC as of April 30, 2007, and the results of its
operations and its cash flows for the year then ended in conformity with U.S. generally accepted
accounting principles.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information contained in Schedules 1 and 2, required by SEC Rule 17a-5 under
the Securities Exchange Act of 1934, is presented for purposes of additional analysis and is not a required
part of the basic financial statements. 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 a2 whole.

KPMe P

Costa Mesa, California
June 28, 2007

KPMG LLP, a U.5. limited lability partnarship, is the 11.S.
member lirm of KPMG Internationat, a Swiss cooparative.



RSM EQUICO CAPITAL MARKETS LI.C
(An [ndirect, Wholly Owned Subsidiary of H&R Block, Inc.)

Statement of Financial Condition
April 30, 2007

Assets

Cash and cash equivalents
Accounts receivable
Prepaid expenses

Total assets

Liabilities and Member’s Capital

Accounts payable and accrued expenses
Deferred revenue

Due to parent (note 2)

Employee commissions and bonus payable

Total liabilities
Commitments and contingencies (note 3)
Member’s capital

Total liabilities and member’s capital

See accompanying notes to financial statements.

8,684,321
2,503,359
357,334

11,545,014

21,275
1,053,291
1,385,795
4,022,792

6,483,153

5,061,861

11,545,014




RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)

Statement of Income
Year ended April 30, 2007

Revenues:
Advisory fees
Interest income

Expenses:

General and administrative expenses allocated by parent company (note 2)
Employee commissions and bonuses

Regulatory fees

Other

Income before income taxes {note 1(e))
Income taxes

Net income

See accompanying notes to financial statements.

32,924,695
375,286

33,299,981

11,515,666
9,798,178
227,315
136,239

21,677,398

11,622,583
4,785,244

6,837,339




RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)

Statement of Changes in Member’s Capital
Year ended April 30, 2007

Balance at April 30, 2006
Distributions to parent company
Net income

Balance at April 30, 2007

See accompanying notes to financial statements.

7,224,522
(9,000,000)
6,837,339

5,061,861




RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)

Statement of Cash Flows
Year ended April 30, 2007

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Changes in assets and liabilities:

Accounts receivable
Due from parent
Prepaid expenses
Accounts payable accrued expenses
Employee commissions and bonus payabie
Deferred revenue
Due to affiliate

Net cash provided by operating activities

Cash flows from financing activities:
Capital distributions to parent company/net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See accompanying notes to financial statements.

6,837,339

(124,639)
2,075,993
(206,143)
(43,292)
1,289,804
865,203
(380,805)

10,313,460

(9,000,000)

1,313,460
7,370,861

8,684,321
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RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)
(SEC Identification Number §-51841)

Notes to Financial Statements
April 30,2007

Organization and Summary of Significant Accounting Policies

(a) Organization

5

(c)

RSM EquiCo Capital Markets LLC (the Company) is a broker/dealer registered with the Securities
and Exchange Commission (SEC) and is a member of the National Association of Securities Dealers
{(NASD). The Company is a wholly owned subsidiary of RSM EquiCo, Inc. (the Parent or Member),
which is wholly owned by H&R Block, Inc. The Company was organized under the laws of the state
of Delaware on May 10, 1999 and admitted to the state of California as a foreign corporation on
May 20, 1999.

The Company, in connection with its activities as a broket/dealer, does not hold funds or securities
for customers. Accordingly, the Company is exempt from provisions of Rule 15¢3-3 of the SEC.

The Company engages in advisory services related to merger and acquisition activities of both
private and public companies. Advisory services related to merger and acquisition activities include
private placement of securities exempt from registration, private resale of securities exempt from
registration, and merger and acquisition advisement. The Company also provides advisory services
on other financing arrangements, including private placement of debt and equity securities. The
Company must operate pursuant to the provisions of the Customer Protection Rule,
SEC Rule 15¢3-1(a)(2)(i), which provides that the Company will not receive or hold customers’
funds or securities in connection with its activities as a broker/dealer.

The Parent provides educational information on valuation techniques and other matters related to
selling companies. The Parent also performs valuation services. The Parent is not authorized to
engage in broker/dealer activities.

The Company has been dependent on the business activities of the Parent to generate referrals to the
Company and to absorb expenses of the Company. However, the Company is removing its reliance
on the Parent company and is beginning to originate its own client base. The Parent has committed to
fund shortfalls, if any, from the Company’s operations, as well as maintain required capital levels of
the Company, over at least the next 12 months.

Distributions shall be made to the Member at the time and in aggregate amounts determined by the
Member.

Cash and Cash Equivalents

Cash and cash equivalents, which consist of cash in the bank and money market accounts available

upon demand, also may include highly liquid short-term investments having an original maturity of
three months or less.

Advisery Fees and Deferred Revenue

Fees related to mergers and acquisitions activities are recognized as earned upon completion of the
transaction. Fees related to services on other financing arrangements are recognized as earned ratably

6 (Continued)
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RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)
(SEC Identification Number 8-51841)

Notes to Financial Statements
April 30, 2007

over the term of their respective contracts or when the deal closes, whichever is shorter, and any
unearned portion of such fees that have been received is reported as deferred revenue.

{(d) Prepaid Expenses

Prepaid expenses consist of licensing and registration fees paid in advance that are amortized ratably
over the applicable license or registration period and deferred commissions amortized ratably over
the terms of the respective contracts.

(¢) Income Taxes

The Company is a single member limited liability company, which is treated as a disregarded entity
for federal income tax purposes. As a result, the Company is effectively treated as a division of the
Parent for federal income tax purposes. For the year ended April 30, 2007, the Company has
provided for income taxes as if it were a stand-alone taxpayer pursuant to a tax sharing arrangement.
Any deferred tax assets or liabilities are recorded in the accounts of the Parent.

()  Use of Estimates

The preparation of the accompanying financial statements and supplementary information in
conformity with accounting principles generally accepted in the United States of America 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 could
differ from those estimates.

Related-Party Transactions

On July 11, 2003, the Securities and Exchange Commission Division of Market Regulation issued a letter
to clarify its position under SEC Rules 15¢3-1, 17a-3, 17a-4, and 17a-5 regarding the treatment of
broker/dealer expenses and liabilities. The letter addressed situations in which an affiliated party has
agreed to pay expenses related to the business of the broker/dealer and required that the broker/dealer
either record the expenses borne by the affiliate or adjust its net capital to reflect these expenses.

Some of the Company’s registered principals and employees are also officers and employees of the Parent.
Other than employee commissions and bonuses, salaries and benefits of the registered principals and
employees are paid by the Parent. In addition, the Company and the Parent have an agreement, which
provides that the Parent will pay for all overhead expenses, including rent and utilities, of the Company.
The Company elected to record and reimburse its allocated portion of expenses paid by the Parent. For the
year ended April 30, 2007, the Company’s allocated portion of administrative expenses of $11,515,666 is
included in the accompanying statement of income. The Company reimbursed the Parent for $10,129,871
of such expenses. The balance of $1,385,795, shown as due to Parent in the accompanying statement of
financial condition as of April 30, 2007, is the remainder of unreimbursed administrative expenses.

7 {Continued)
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RSM EQUICO CAPITAL MARKETS LLC
{(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)
(SEC Identification Number 8-51841)

Notes to Financial Statements

April 30, 2007

Net Capital Requirements

The Company is subject to Rule 15¢3-1 of the Securities Exchange Act of 1934 (the Rule). The Rule
requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both of which are defined terms, shall not exceed 15-to-1. The Company is required to maintain
a minimum net capital of not less than $5,000 or 6%% of aggregate indebtedness, whichever is greater,
pursuant to the Rule. At April 30, 2007, the Company had net capital for regulatory purposes of
$2,201,168, which was $1,768,958 in excess of its required net capital of $432,210. The Company’s ratio
of aggregate indebtedness to net capital was 2.95-to-1 at April 30, 2007.




Schedule 1
RSM EQUICO CAPITAL MARKETS LLC
(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.)
Computation of Net Capital
Under Rule 15¢3-1 of the Securities and Exchange Commission
April 30, 2007

Member’s capital $ 5,061,861

Less nonallowable assets:
Prepaid expenses 357,334
Accounts receivable 2,503,359
Net capital 2,201,168

Net capital requirement:

Greater of 6-%4% of aggregate indebtedness or $5,000 432,210
Net capital in excess of requirement $ 1,768,958
Aggregate indebtedness $ 6,483,153
Ratio of aggregate indebtedness to net capital 2.95

The computation of net capital under Rule 15¢3-1 as of April 30, 2007 computed by the Company in its
Form X-17a-5, Part 11A, filed with the National Association of Securities Dealers on May 22, 2007, does

not differ materially from the above computation, which is based on the accompanying audited
financial statements.

See accompanying independent auditors’ report.




Schedule 2
RSM EQUICO CAPITAL MARKETS LLC

(An Indirect, Wholly Owned Subsidiary of H&R Block, Inc.}

Computation of Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

April 30, 2007

Exemption is clatmed under paragraph(k)(2)(i) of Rule 15¢3-3.

The Company, in connection with its activities as a broker/dealer, does not hold funds or securities for

customers. Accordingly, the Company is exempt from the possession and control requirements of
Rule 15¢3-3 of the SEC.

See accompanying independent auditors® report.
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Suite 700
600 Anton Boulevard
Costa Mesa, CA 92626-7651

Independent Auditors’ Report on the Internal Control Structure
Required by SEC Rule 17a-5

The Member
RSM EquiCo Capital Markets LLC:

In planning and performing our audit of the financial statements of RSM Equico Capital Markets LLC
(the Company), an indirect wholly owned subsidiary of H&R Block, Inc., as of and for the year ended
April 30, 2007, in accordance with auditing standards generally accepted in the United States of America,
we considered the Company’s internal control over financial reporting (intemal control) as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing 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 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 and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provision 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:

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

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

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

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls,
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of intemnal 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

11
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conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above, error
ot 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.

A contro] 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 misstatements
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, authorize, 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 misstatement of the entity’s financial statements that is more than inconsequential will not
be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant 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 consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and 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, as
described in the second paragraph of this report, were adequate at April 30, 2007, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the member of the Company, management, the
SEC, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934
in their regulation of registered brokers and dealers, and is not intended to be and should not be used by
anyone other than these specified parties.

KPP LI

Costa Mesa, Califomnia
June 28, 2007
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