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OATH OR AFFIRMATION

Mark Hamby swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Capitol Securities Management Inc
as

of December 31 20 10 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 customer except as follows

Signat

President

Title

____ _________ DAVID SOUTH WORTH
Notaty PUblic

Notary Public

Commonwealth of Virginia
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Independent Auditors Report

The Board of Directors

Capitol Securities Management Inc

Glen Allen Virginia

We have audited the accompanying statement of financial condition of Capitol Securities Management Inc the

Company as of December 31 2010 This financial statement is the responsibility of the Companys
management Our responsibility is to express an opinion 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 perfonn 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 statement 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 Capitol Securities Management Inc at December 31 2010 in conformity with accounting principles

generally accepted in the United States of America

Richmond Virginia

February 24 2011



CAPITOL SECURITIES MANAGEMENT INC

Statement of Financial Condition

As of December 31 2010

ASSETS

Current assets

Cash and cash equivalents

Deposits with clearing organization

Receivable from broker dealers and clearing organization

Notes receivable

Total current assets

1030832

105000

287220

57908

1480960

Non-current assets

Property and equipment net

Other assets

Total non-current assets

Total assets

Liabilities

Accounts payable

Payable to broker dealers and clearing organization

Accrued expenses

Income taxes payable

Other liabilities

Total liabilities

Stockholders equity

Common stock $1 par value 5000 shares

authorized 100 shares issued and outstanding

Additional paid-in capital

Retained earnings

Total stockholders equity

Total liabilities and stockholders equity

51979

210289

262268

1743228

LIABILITIES AND STOCKHOLDERS EQUITY

48904

6528

463148

251982

136937

907499

100

70900

764729

835729

1743228

See notes to financial statement



CAPITOL SECURITIES MANAGEMENT INC

Notes to Financial Statement for the

Year Ended December 31 2010

Note Organization and nature of business

Organization Capitol Securities Management Inc the Company is broker dealer registered with the

Securities and Exchange Commission SEC and is member of the Financial Industry Regulatory Authority

Inc FINRA The Company is wholly owned subsidiary of CS Financial Group Inc the Parent The

Parents liability as the sole member of the Company is limited in that in any proceeding brought by or in the

name of the Company the Parent shall not have liability for damages other than for willful misconduct or

knowing violation of the criminal law

The Company is registered broker-dealer under the Securities Exchange Act of 1934 The Company is acting in

fiduciary or agency capacity for an issuer of municipal securities or for another broker dealer or municipal

securities dealer including but not limited to acting as paying agent transfer agent registrar or indenture

trustee for an issuer or as clearing agent safekeeping agent or correspondent of another broker dealer or

municipal securities dealer

Note Summary of significant accounting policies

Basis of presentation The preparation of the Companys financial statements in conformity with accounting

principles generally accepted in the United States of America requires management to make estimates and

assumptions as to reported amounts and disclosures in the financial statements Management believes that the

estimates used in preparing the financial statements are reasonable and prudent Actual results could differ from

the estimates included in the financial statements

Cash and cash equivalents For purposes of the statement of cash flows the Company considers all highly

liquid debt instruments purchased with maturity of three months or less to be cash equivalents

Accounts receivable Accounts receivable is comprised of receivables from broker dealers These are collected

in short period of time and based on past experience management has determined that an allowance for doubtful

accounts is not necessary

Notes receivable Notes receivable consists of arrangements with certain employees Each note has specific

terms that are based on the nature of the respective employee agreement

Property and equipment Property and equipment is stated at cost Depreciation is computed on the straight line

basis over their estimated useful lives which range from five to seven years Purchases under $1000 are charged

to expense as incurred major renewals and betterments which extend the useful life of the asset is capitalized

When items of property and equipment are sold or retired the related cost and accumulated depreciation are

removed from the accounts and any gain or loss is included in the results of operations Leasehold improvements

are amortized over the lesser of the economic useful life of the improvement or the term of the lease

Securities transactions and revenue recognition Commissions and related clearing expenses are recorded on

trade-date basis as securities transactions occur Investment advisory fees are received quarterly but recognized as

earned

Advertising Advertising costs are expensed as incurred by the Company



CAPITOL SECURITIES MANAGEMENT INC

Notes to Financial Statement for the

Year Ended December 31 2010

Note Summary of significant accounting policies concluded

Income taxes The Company accounts for income taxes using the asset and liability method Deferred tax assets

and liabilities are recognized for the future tax consequences attributable to differences between the financial

statement carrying amount of existing assets and liabilities and their respective tax bases Deferred tax assets and

liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those

temporary differences are expected to be recovered in income Deferred tax assets are reduced by valuation

allowance if it is more likely than not that the tax benefits will not be realized Management has evaluated tax

positions that could have significant effect on the financial statements and determined that the Company had no

uncertain tax positions at December 31 2010

Note Off balance sheet risk and concentration of credit risk

Off balance sheet risk The Companys customers securities transactions are introduced on fully disclosed

basis with clearing broker/dealer

The Company currently has clearing agreement with Pershing LLC Pershing to clear all trade transactions

The Company is required to maintain cash deposit of $105000 with Pershing in accordance with the terms of

the clearing agreement

The clearing broker/dealer carries all of the accounts of the customers of the Company and is responsible for

execution collection of and payment of funds and receipts and delivery of securities 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 clearing 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

The Company is engaged in various trading and brokerage activities whose counterparties primarily include

broker-dealers banks and other financial institutions In the event counterparties do not fulfill their obligations

the Company may be exposed to risk The risk of default depends on the credit worthiness of the counterparty or

issuer of the instrument It is the Companys policy to review as necessary the credit standing of each

counterparty with which it conducts business

Concentration of credit risk The Company places its cash and cash equivalents on deposit with financial

institutions in the United States The Federal Deposit Insurance Corporation FDIC provides insurance coverage

for up to $250000 for substantially all depository accounts and temporarily provides unlimited coverage through

December 31 2012 for certain qualifying and participating non-interest bearing transaction accounts The

Company from time to time may have amounts on deposit in excess of the insured limits As of December 31

2010 the Company had $780832 which exceeded these insured amounts

The Company maintains cash and securities in excess of the established limit insured by the Securities Investors

Protection Corp SIPC

Note Net capital requirements

As registered broker-dealer the Company is subject to the Securities and Exchange Commissions Uniform Net

Capital Rule Rule 5c3-1 Rule 5c3- requires the maintenance of minimum net capital and requires that the

ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to



CAPITOL SECURITIES MANAGEMENT INC

Notes to Financial Statement for the

Year Ended December 31 2010

Note Net capital requirements concluded

Rule 15c3-1 further requires that equity capital may not be withdrawn or cash dividends paid if the resulting net

capital ratio would exceed 10 to In addition certain advances payment of dividends and other equity

withdrawals are subject to certain notification provisions of Rule 5c3- At December 31 2010 the Company

had net capital of $496025 respectively as defined under Rule 5c3- which exceeded the requirements by

$435525 The Companys ratio of aggregate indebtedness to net capital at December 31 2010 was 182.62%

Note Retirement plan

The Company provides 401k savings plan which covers substantially all employees meeting minimum age and

service requirements The Company at its discretion may match employee contributions to the plan For the year

ending December 31 2010 the Companys matching contribution amounted to $73499

Note Property and equipment

Property and equipment at December 31 2010 consists of the following

Computer equipment 107196

Furniture and fixtures 146266

Leasehold improvements 29249

282711

Less accumulated depreciation 230732

Net property and equipment 51979

Depreciation expense totaled $21647 for the year ended 2010

Note Operating leases

The Company leases office space at six locations All leases are accounted for as operating leases Lease terms

expire over the next two five years and contain renewal options

Some of the leases include excess operating expense clauses and scheduled rent increases at specified intervals

during the terms of the leases

Rent expense totaled $568249 for the year ended December 31 2010



CAPITOL SECURITIES MANAGEMENT INC

Notes to Financial Statement for the

Year Ended December 31 2010

Note Operating leases concluded

Future minimum lease payments under non-cancellable operating leases are as follows

Years ending December 31

2011 568927

2012 496625

2013 414243

2014 401129

2015 226368

2107292

Note Related party transactions

The Company receives consulting services from the Parent The related party charged $416000 for these services

for the year ending December 31 2010 At December 31 2010 the Company owed $0 to the related party Since

the Company is 100% subsidiary of the Parent operating results could vary significantly from those that would

be obtained if the entities were autonomous

Note Notes receivable

As described in note the Company has two outstanding notes with related parties At December 31 2010 the

notes receivable balance totaled $57908 The first note was issued on August 22 2008 for $100000 The

agreement specified that the principal balance will be paid back over 60 months with an interest rate of 8.56%

The aforementioned note had remaining balance at December 31 2010 of $53333 The second note totaled

$10000 and was issued on September 2009 The agreements payment terms specify that the borrower will

make monthly payments equal to 25% of the brokers monthly gross commissions which are withheld from the

related partys monthly pay This note is non-interest bearing management has determined imputed interest to be

immaterial



CAPITOL SECURITIES MANAGEMENT ThC

Notes to Financial Statement for the

Year Ended December 31 2010

Note 10 Income Taxes

The provision for federal and state income taxes for the year ended December 31 2010 is as follows

2010

Current income tax expense

Federal 181257

State 32363

213620

Deferred income tax benefit

Federal 25120
State 4715

29835

Provision for income taxes 183785

The income tax provision differs from the expense that would result from applying federal statutory rates to

income before income taxes because the Company is subject to state income taxes deferred income taxes are

based on average tax rates portion of meals and entertainment are not tax deductible and there were payments

related to key-man life insurance

The Company is member of group that files consolidated tax return The separate return method is used to

allocate current and deferred taxes among the group members when issuing separate financial statements In the

current year the Company included this amount as part of the income taxes payable recorded on the balance sheet

in the amount of $206415 The Company also had income taxes payable of $45567 related to the year ended

December 31 2008 when they were not member of the consolidated group which is also included in income

taxes payable

Note 11 Litigation

The Company is involved in various legal proceedings arising in the ordinary course of its business activities The

Company believes that these various asserted claims and litigation will not materially affect its financial position

future operating results or cash flows although no assurance can be given with respect to the ultimate outcome of

any such claims or litigation

Note 12 Subsequent events

The Company has evaluated subsequent events through February 24 2011 which is the date the financial

statements were available to be issued


