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INDEPENDENT AUDITORS REPORT

ENDE MALTER CO LLP

New York New York

January 26 2011

We have audited the accompanying statement of financial condition of Aegis Capital Corp as of November 30
2010 that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 This financial

statement is the responsibility of the Companys management Our responsibility is to express an opinion on this

financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing

the accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the financial statement referred to above present fairly in all material respects the financial

position of Aegis Capital Corp as of November 30 2010 in conformity with accounting principles generally

accepted in the United States of America



AEGIS CAPITAL CORP
Statement ofFinancial Condition

November30 2010

ASSETS
Cash 1298297

Receivables from clearing brokers 1038747

Receivables from parent company 517001

Receivables from officers directors and employees 2840348

Securities owned

Marketable at fair value 1556623

Prepaid expenses and other 72139

Equipment fixtures and leasehold improvements net of

accumulated depreciation and amortization of $680900 24922

Deposits 45000

7393077

LIABILITIES AND STOCKHOLDERS EQUITY
Liabilities

Payable to brokers 1053242

Securities sold not yet purchased at fair value 2037

Accounts payable accrued expenses and other liabilities 110645

1165924

Subordinated borrowings 2460000

Stockholders Equity

Common stock $1.00 par value 1000 shares

authorized 100 shares issued and outstanding 100

Additional paid-in capital 1501865

Retained earnings 2265188

3767153

7393077

See notes to financial statements



AEGIS CAPITAL CORP
Notes to Financial Statements

November30 2010

ORGANIZATION AND BUSINESS

Aegis Capital Corp the Company was incorporated on January 30 1984 under the laws of the

State of New York The Company is wholly-owned subsidiary of Aegis Capital Holding Corp the

Parent and maintains offices in New York New Jersey and Florida

The Company is registered with the Securities and Exchange Commission SEC as broker-

dealer pursuant to the Securities Exchange Act of 1934 It is member of the Financial Industry

Regulatory Authority FINRA and the Securities Investor Protection Corporation

The Company earns commissions from the purchase and sale of securities on behalf of customers

as an introducing broker All transactions related to publicly traded equity and debt securities are

cleared through other broker-dealers the Clearing Brokers on fully disclosed basis and
therefore the Company is exempt from SEC Rule 5c3-3

The Company also acts on behalf of customers in managing certain security offerings and in the

placement of corporate debt bank loans and other debt instruments

SUMMARY OP SIGNIFiCANT ACCOUNTING POLICIES

Cash Equivalents For purposes of the Statement of Cash Flows the Company considers

all short term debt securities purchased with maturity of three months or less as well as

money market funds to be cash equivalents

Securities Transactions Securities transactions and the related revenue and expenses are

recorded on the trade date as if they had settled Marketable securities are valued at market

value long and short positions are valued at the last sale price on the date of determination

or if no sales occurred on such day at the last closing bid price if held long and at the last

closing asked price if held short Securities are recorded at fair value in accordance with

Financial Accounting Standards Board FASB Accounting Standards Codification 820

ASC 820 Fair Value Measurements and Disclosures

Revenue Recognition Commissions on trades executed on behalf of customers related to

securities traded on exchanges registered with the SEC or whose prices are reported by the

NASDAQ are recorded on trade date basis as required by generally accepted accounting

principles Commissions earned from other trading activities are recorded as transactions

when closed between buyers and sellers

Gains from riskiess principal transactions are attributable to securities purchased and sold by

the Company simultaneously on behalf of customers When the Company receives an order

from customer to buy security it purchases the security for its own account and then sells

to the security to the customer to satisfy the original order at different price than the price at

which the Company acquired the security This transaction is riskless since the Company
would not purchase the security without the customer order

Continued



Investment banking and underwriting fees are net of syndicate expenses arising from the

securities offered in which the Corporation acts as placement agent or an underwriter or

agent and are recorded at the time the transaction is completed and the income is

reasonably determinable

Depreciation and Amortization Equipment fixtures and leasehold improvements are

stated at cost Replacements maintenance and repairs which do not improve or extend the

life of an asset are expensed Equipment fixtures and improvements are depreciated using

the straight-line and accelerated methods over estimated useful lives of five to seven years

Income Taxes The Company with the consent of its stockholder files as subsidiary

included in the consolidated federal and state income tax returns of its Parent The Parent

has elected under the Internal Revenue Code to be an corporation The stockholders of an

corporation individually report for tax purposes their proportionate share of the Companys
taxable income or loss Therefore no provision or liability for federal or state income taxes

has been included in these financial statements

On December 2009 the Company adopted the FASB pronouncement ASC 740

Accounting for Uncertainty in Income Taxes which clarified the accounting and disclosures

for uncertain tax positions related to income taxes recognized in the financial statements and

addresses the determination of whether tax benefits claimed or expected to be claimed on
tax return should be recorded in the financial statements The Company may recognize the

tax benefit from an uncertain tax position only if it is more likely than not that the tax position

will be sustained upon examination by the taxing authorities based on the technical merits of

the position The adoption of that guidance had no effect on the Companys financial position

and results of operations

The Company did not have any material unrecognized tax benefits as of November 30 2010

and does not expect this to change significantly over the next twelve months In connection

with the adoption of the guidance the Company will recognize interest and penalties accrued

on any unrecognized tax benefits as component of other expense As November 30 2010
the Company has no accrued interest or penalties related to uncertain tax positions

Commissions Commissions and related clearing expense are recorded on trade-date

basis as security transactions occur

Use of Estimates The preparation of financial statements in conformity with accounting

principles generally accepted in the United States of America requires management to make
estimates and assumptions The estimates and assumptions affect the reported amounts of

assets and liabilities and the 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

RECEIVABLES AND PAVABLES TO CLEARING BROKERS

The clearing and depository operations for the Companys and customers securities transactions

are provided by the Clearing Brokers pursuant to clearance agreements At November 30 2010
the amount due from the Clearing Brokers represents cash deposits maintained at the Clearing

Brokers and commission revenue earned as an introducing broker for its customers net of clearing

expenses The amount payable to Clearing Brokers at November 30 2010 represents margin cost

clearing charges and other fees

Continued



The amounts receivable from and payable to the Clearing Brokers consist of the following

Receivable

Payable

Clearing deposits 514887

Cash held in accounts at Clearing Brokers 496167

Fees and commissions receivable 388359

Payable to Clearing Brokers 360666

Net receivable from Clearing Brokers 1038747

Pursuant to the Clearing Agreements the Company may offset receivable and payable balances in

the accounts held at the respective Clearing Brokers

The Company has agreed to indemnify the Clearing Brokers for losses that they may sustain from

the customer accounts introduced by the Company Losses if any on customer accounts are

recorded as an offset of commission income At November 30 2010 reserve of approximately

$29376 was established by the Clearing Brokers to cover such losses on certain accounts

RECEIVABLES FROM PARENT COMPANY

The Company has outstanding advances of $517001 to its Parent at November 30 2010 which are

without interest and are payable on demand

RECEIVABLES FROM OPPICERS DIRECTORS AND EMPLOYEES

As of November 30 2010 the Company had outstanding advances to officers and directors of

$1590715 Advances to officers and directors are payable on demand and bear interest at 4% per

annum At November 30 2010 the aggregate amount of accrued interest was $427593 Advances

of $1249633 to employees outstanding as of November 30 2010 are made on short-term basis

and do not bear interest

SECURITIES OWNED AND SOLD NOT YET PURCHASED

Marketable securities owned and sold not yet purchased consist of trading and investment

securities at market values as follows

Sold Not Yet

Owned Purchased

Corporate stocks 1556623 2037

The Company has received warrants and options as part of its fee arrangements with its

investment banking clients related to both marketable and not readily marketable securities which

were the subject of placement offerings managed by the Company The Company has determined

that these warrants and options cannot be valued neither upon receipt nor as of November 30

2010

FAIR VALUE MEASUREMENTS OF SECURITIES OWNED

ASC 820 defines fair value establishes framework for measuring fair value and establishes fair

value hierarchy which prioritizes the inputs to valuation techniques Fair value is the price that

would be received to sell an asset or paid to transfer liability in an orderly transaction between

market participants at the measurement date fair value measurement assumes that the

Continued



transaction to sell the asset or transfer the liability occurs in the principal market for the asset or

liability or in the absence of principal market the most advantageous market Valuation

techniques that are consistent with the market income or cost approach as specified by FASB

ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value

into three broad levels

Level Pricing inputs are quoted prices unadjusted in active markets for identical assets or

liabilities the Company has the ability to access

Level Pricing inputs are inputs other than quoted prices included within level that are

observable for the asset or liability either directly or indirectly

Level Pricing inputs are unobservable inputs for the asset or liability and rely on

managements own assumptions about the assumptions that market participants would use in

pricing the asset or liability The unobservable inputs should be developed based on the best

information available in the circumstances and may include the Companys own data

As of November 30 2010 securities owned by the Company consist of Level hierarchy securities

which consist of investments in shares of stock in various companies at total fair value of

$1556623 The stock is valued at the closing price reported on the active market on which the

individual securities are traded

EQUIPMENT FIXTURES AND LEASEHOLD IMPROVEMENTS

Equipment fixtures and leasehold improvements are stated at cost and are summarized as

follows

Equipment office and data processing 466662

Furniture and fixtures 132506
Leasehold improvements 106654

705822

Less Accumulated depreciation and amortization 680900

24922

SUBORDINATED BORROWINGS

The borrowings under subordination agreements at November 30 2010 are as follows

Subordinated notes payable to Ridge Clearing and Outsourcing Services Inc

Ridge Clearing interest at 0% per annum due October 15 2015 2000000

Subordinated notes payable to officers and directors interest at 15% per

annum due June 30 2011 100000

Subordinated notes payable to officers and directors interest at 12% per

annum due August 30 2014 125000

Subordinated notes payable to officers and directors interest at 12% per

annum due June 2014 35000

Subordinated notes payable to officers and directors interest at 10% per

annum-dueJune30 2011 100000

Subordinated notes payable to officers and directors interest at 8% per

annum due December 30 2014 100000

2460000

Continued



The subordinated borrowings are available in computing net capital under the SECs uniform net

capital rule To the extent that such borrowings are required for the Companys continued

compliance with minimum net capital requirements they may not be repaid

In May 2010 the Promissory Notes and Clearing Agreement with Ridge Clearing were amended

The amendment suspended payments of the interest under the subordinated notes payable The

amendment also specified that Ridge Clearing has agreed to forgive $400000 of the loan for each

year over the next five years starting in fiscal 2011 provided the Company meets certain criteria

The Company must have minimum net capital requirement of $500000 in May 2010 and

$1000000 by May 2011 Also the Company must maintain minimum collateral deposit of

$200000 at signing and $500000 by May 2011

For the year ended November 30 2010 interest payable in the amount of $52200 on the notes

payable to officers and directors maturing in June 2011 June 2014 August 2014 and December

2014 was waived

10 COMMITMENTS AND CoNTtNaNclEa

The Company subleases office space located in New York City from its Parent under an expense

sharing agreement which is subject to change annually The current expense sharing agreement

requires the Company to pay proportionate share of the annual rent and other charges

As of November 30 2010 based on the current expense sharing agreement and the lease held by

the Parent as tenant which expires November 30 2020 the Company will be required to pay net

minimum future rental payments for the next five years and in the aggregate are

November 30

2011 272713
2012 284124

2013 290170
2014 290170

2015 302260
Thereafter 1571752

Total 3011189

The Company maintains cash balances at financial institutions Cash in banks are insured up to

$250000 per institution by the Federal Deposit Insurance Corporation FDIC Bank balances

from time to time may exceed federally insured limits At November 30 2010 the Companys
uninsured cash balance totaled approximately $1095000

The Company is defendant in lawsuits incidental to its securities business Management of the

Company after consultation with outside legal counsel believes that the resolution of these various

lawsuits will not result in any material adverse effect on the Companys financial position

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-1 which requires the

maintenance of minimum net capital and requires that the ratios of aggregate indebtedness to net

capital both as defined shall not exceed 15 to At November 30 2010 the Company had net

capital as defined of $1183490 which was $1083490 in excess of its required net capital of

$100000 The Companys net capital ratio was 0.99 to

Continued



12 OPr-BALANCE-SHEET Risk

Pursuant to clearance agreements the Company introduces all of its securities transactions to

Clearing Broker on fully-disclosed basis All of the customers money balances and long and short

security positions are carried on the books of the Clearing Broker In accordance with clearance

agreements the Company has agreed to indemnify the Clearing Brokers for losses if any which

the Clearing Brokers may sustain from carrying securities transactions introduced by the Company
In accordance with industry practice and regulatory requirements the Company and the Clearing

Brokers monitor collateral on the customers accounts

In the normal course of business the Companys customer activities involve the execution

settlement and financing of various customer securities transactions These activities may expose
the Company to off-balance-sheet risk in the event the customer or other broker is unable to fulfill

its contracted obligations and the Company has to purchase or sell the financial instrument

underlying the trade or contract at loss


